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COLLECTIVE BARGAINING AND THE COMMON 
INTEREST" 


By Epwin G. Nourse 


Three years ago, Professor Viner addressed this association on “The 
Short View and the Long in Economic Policy.”* With a levity quite 
shocking in a presidential address, he epitomized his own message in 
the aphorism, “There’s life in the old dogmas yet.” The following 
year Professor Mills, speaking under the title “Economics in a Time 
of Change,” toyed with the idea that we might teach the old dogmas 
some new tricks. 

The canine pun which Professor Viner perpetrated and I have 
extended turns my mind back to a story about a dog that appeared 
among the last of Mark Twain’s writings. It began: “My mother was 
a Collie, my father was a St. Bernard, but I am a Presbyterian.” 
Observation leads me to conclude that economists by and large, in 
spite of our mixed ancestry, are Presbyterians at heart. For the 
Presbyterians lean toward traditional forms, ritualistic services, rigid 
creeds, and doctrines of predestination and determinism. 

The ancient dogmas for which Professor Viner made a plea are 
essentially the benchmarks or the boundary posts of the economics of 
the free market. And it was from “the free market as the battle-ground 
of competitive forces” that Professor Mills began his inquiry as to 
the course of economics in a time of change. The change which he 
envisaged was largely in the nature of newer and, he hoped, more 
adequate definitions of values in some fundamental and objective 
sense which might guide the determination of pecuniary values in the 
commercial market. Many among the ranks of both economists and 
laymen have given up hope of attaining such a scheme of values 
through the institutions of private business. Fascist and other totali- 
tarian regimes in various countries abroad propose to end the struggle 


" Presidential address prepared for the fifty-fifth annual meeting of the Anierican Eco- 
nomic Association and delivered at a meeting of the Washington members of the Associ- 
ation, Washington, D.C., January 6, 1943. 

im. Econ, Rev., Vol. XXX (Mar., 1940), pp. 1-15. 
Am. Econ. Rev., Vol. XXXI (Mar., 1941), pp. 1-14. 
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by the short-cut method of authoritarian determinations. At home throu; 
an essentially similar proposal appears on the agenda of our ow! © price; 
more outright economic planners. | coupe 

The grand objective of general welfare which plan economy sets yw) of exc 
must commend itself to all good men. But not all good economists! ~ partie 
accept the proposed methods of government-directed activity and goy-| 7 may. 
ernment-regulated prices as the only or even the surest way of reaching) “@ autoc 
these goals. Some of us see reasons for believing that these age-old! 7% of pri 
aspirations of humankind may yet be brought to scientifically more} % event. 
tenable and socially more tolerable expression in the institutions of| @ deter: 
the private market, revamped in the light of our growing knowledge. | WI 

With a wary eye over my shoulder at Professor Viner brandishing} % meets 


his closing warning against those who put “old poisons in new bottles” | % jrresi: 
I wish to consider the possibility of reconciling the two ideas, sub) body 
limated objective value on the one side, and the processes of the free}  unles: 
market on the other. The context in which I wish to discuss this isse{| ) nitud 


is that provided by Professor Slichter’s presidential address of las} % trolle 
year,* namely, the possibility of sustained peacetime prosperity after thf % late i: 
war rather than a repetition of the deep “depression and disappointin | © “stag 
recovery” that followed the First World War. I am happy also tf © us ha 
fall in step with him by making my approach in terms of “policies ani} nome 
institutions” as factors in the problem, which are at once significant} ] of fu 
for the outcome and amenable to control, or at least effective modifi} ) fortie 
cation, by ourselves. Dr. F 


I recognize that this personalized, not to say chatty, style for a} © It} 
presidential address is not quite within the austere tradition of ow} © life a 
Association. But since an innovation as to the time and place of pref © decis 
senting this address was thrust upon us, I see no reason why we should} © etern 


not venture an innovation modifying also the character of the offering | ~~ down 
May not something be said for regarding the remarks of the presidents’ © equill 
of the Association in successive years as intellectual link-relatives by M 


rather than as discrete literary phenomena? me “asl 
enou; 

I many 

Economists of my generation were brought up in the tradition of @ acter 
the “price-organized society” or “exchange codperation,” in a pre char: 
ponderantly Jaissez-faire setting. We have lived—I trust not beyond! — Th 
our time—to experience the realities of a society whose economic life 9 are | 
is by no means ordered by mere behavioristic responses to free-running | nome 
market influences. Perhaps our economic system today cannot be re-) © the e 
garded as predominantly characterized by determinations even nomi- rigid 
nally based on free market prices. Not only may the government, § it no 


*“The Conditions of Expansion,” Am. Econ. Rev., Vol. XXXII (Mar., 1942), pp. 1-2) 4 unio! 
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through many of its agencies, set or significantly modify a rate or 
price; large industrial or mercantile corporations, banker affiliations, 
codperative associations, labor unions may also inject similar fixations 
of exchange ratios into the stream of economic life, leaving the affected 
parties to adjust their operations to the resultant situations as best they 
may. Or these administrative agencies—public or private—may decide 
autocratically to turn whole blocks of given resources into the stream 
of production or trade at specific places or to withold them. In this 
event, the price system must absorb the impact of these centralized 
determinations of volume as best it can. 

When the irresistible force of these operational determinations 
meets the immovable body of price interrelationship, or when the 
irresistible force of these mandated prices encounters the immovable 
body of operative reality, an economic impasse of some degree develops 
unless by rare good fortune or even rarer wisdom the controlled mag- 
nitude has been set in mutually consistent relationship to the uncon- 
trolled magnitudes. When local tangles arising from such causes cumu- 
late into a general log jam of business, we have, in Hansen’s phrase, 
» “stagnation” or, in Slichter’s phrase, “disappointing recovery.” All of 
> us have lively recollection of the ciinical manifestations of this phe- 
nomenon during the thirties and many of us have a lively apprehension 
of further and perhaps still more disastrous manifestations in the later 
forties and the fifties in spite of the panacea of public spending that 
Dr. Hansen prescribes. 

It may in this connection be replied that men have in their economic 
life always been making positive and simultaneous price and operative 
decisions or choices, which interacted upon each other to produce the 
eternal flow of self-adjusting business life. This life had its ups and 
» downs, of course, but it had also a dependable trend toward partial 
» equilibria and general equilibrium. To use Edgeworth’s phrase, quoted 
by Mills, there were ripples and “viscous waves” upon the surface of 
“a sluggish sea.” One could add that disturbances might become violent 
enough to bring disaster to any individual mariner or even at times to 
many of the craft within a particular area. But the duration and char- 
» acter of these phenomena were strictly limited by the fluid or “viscous” 
) character of the medium. 

There are, however, polar regions of the sea, where temperatures 
are low enough to freeze even salt water. There we encounter phe- 
nomena to which the physical laws of fluids do not apply. No more is 
the economics of individualism adequate to the problems of large and 
rigid business groups and government participation in business. I think 
) \t not fantastic to suggest that the economic phenomena of corporate, 
> union, and government price administration and large-scale decision of 


| | 
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action or of obstruction (including financial controls) move us from | 
the phenomena of the endlessly tossing but perpetually leveling ocean | 


to the phenomena of the towering icepack and the abysmal crevasse, 


Confronted by the problems of such a business world, we economists j 
have ranged ourselves in two schools of thought. One school would 


apply dynamite to the ice jam or even hope to melt the separate blocks 
back to their pristine fluidity. The other would accept crystallization as 


an accomplished fact decreed by Nature; they would seek by skillful | 


engineering and with architectural vision to shape and build thos 
blocks—of varying sizes—into a stable and serviceable structure of 
business. 

It is toward the latter of these groups that my own economic studies 


have led me. Economists of today and tomorrow might well abate their ‘ 
interest in the phenomena of the individual economic man following } 


the patterns of choice and action traditionally ascribed to exchange 
cooperation in a society of individual competition. They should at the 
same time guard against the present tendency to transfer the reasoning 
developed from consideration of the economic functioning of the natural 
individual over to the individual firm. While one individual firm may 


be hardly more than a personal partnership, other firms administer the | 


lives and labors of tens or even hundreds of thousands of worker: ' 
and comparably weighty blocks of capital; they may sway or signifi- } 


cantly direct the activities of state and federal governments or even 
become determining factors in international affairs. On the positive side, 
we need to study much more assiduously the ways in which economic 
forces (even those already studied in their individualistic context) come 
to expression in the actions of large corporate concerns, national trade 
unions, and agricultural marketing and pressure groups, and of govern- 
ment functioning through its own ever-multiplying “action agencies.” 

In all this, I assume that our objective as economists is to learn how 
these groups can be most effectively organized for joint voluntary 
action which will attain a scheme of market values that will steadily aid 
the approach toward maximum human satisfactions for the total 
population.° 

II 


I have spoken figuratively of the need of building somewhat rigid 
blocks of economic interest into a sound and serviceable structure o! 
business. But this, like all metaphors, harbors possibilities of mis- 
interpretation. Does it imply an architect or achitectural group given 


*In the words of J. M. Clark (Social Control of Business, 2nd ed., p. 58) : “A democracy 
will naturally set for itself the standard of the good of the greatest number, or the maximum 
good where each person counts as much as every other.” As to the economist’s norm 0! 
“good,” I shall comment later. 
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an official commission to design the palace or cathedral of their social 
dreams? Does it signify a social engineer or institutional construction 
icompany awarded a contract to translate these blueprints into reality? 
No: I am not going to make an argument for implemented govern- 
© mental planning. On the contrary, I shall be concerned primarily with 
the difference between mechanical building and social growth. There is 
Shere no separation between artists or artisans and the inert materials 

with which they work. Instead, we are dealing with a living process in 
which desires, powers of choice, and internal constructive force infuse 

both the builders and the building material. Evaluative human units 
are not only the builders of our business edifice but are the building 
itself. 

The process by which many individuals of many talents may organize 

themselves for the continuous discovery of their true economic interests 
» and the peaceful promotion of those interests in their most consistent 
combination may be best described by the term “collective bargaining.” 
» That phrase has no doubt acquired unfortunate connotations in many 
> minds. It is not my intention to evade or deny these shortcomings of 
» actual collective bargaining. On the other hand, I shall hope to show 
» that the degradation of the collective bargaining dogma has moved us 
» far and fast toward governmental control and to indicate a basic reason 
» why such control does not furnish a solution to the problem of organiz- 
4 ing economic life. Then I shall consider what seem to me the greater 
) merits of private but group-organized direction of business activities 
) and the nature of the collective bargaining process by which it may 
= best be promoted. 
' Collective bargaining is obviously a development within the general 
field badly described as imperfect competition, better described as 
) monopolistic competition, and still better as administered prices. The 
) chief drawback of the latter term lies in the fact that it focuses atten- 
tion on the dictated character of many current business adjustments. 
Collective bargaining, on the other hand, focuses attention on the ele- 
ments of negotiation in such settlements. Both qualities are generally 
present, but it is well to consider the element of dictation first, on our 
way to the examination of bilateral group negotiation as an organizing 
process of economic life. 

It is in the labor market that the phrase collective bargaining 
originated, and it is there that the issues which it raises have been most 
sharply defined. The subject matter of these collective bargains for 
labor has been so strongly dominated by the unit price objective that 
they are often referred to simply as wage bargains. In fact, however, 
they have characteristically embraced or been contingent on under- 
) standings as to the amount or character of labor to be delivered under a 
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specified wage rate, the kind of techniques to be employed, work sur] 
roundings, and other details, so that they go far toward determining| — tory |: 
the whole operating situation. It is the complaint of many employers ee cultur 
today that, under guise of wage rate bargaining, labor groups have} TW the bl 
insinuated themselves into management in quite substantial, or quite) Wy shor 
“improper,” ways. Labor on its part would probably admit that by “Wy ive g 
collective bargaining it has sought to participate actively—it might marke 
say more usefully—in the direction of business, in which it conceives — Adjus 
itself to have a partnership interest. ' iar 
The phrase “collective bargaining” has attained some vogue aly “J along 
in connection with commodity prices, particularly in the agricultural ' F ready 
field. Collectively bargained prices are found rather generally in the | imple 


race 


marketing of fluid milk and not infrequently in the selling of other | But b 
products, notably canning crops and sugar beets. It is strictly collective |_ Toc 
or bilateral group bargaining when many dairymen act through a pro- the lal 
ducers’ codperative association to sell their product through a distribv- the tic 


tors’ organization which covers all or most of the sellers of fluid milk in | YW [s jt n 
a metropolitan area. The contract price which a growers’ association } 7 boons 
negotiates with a single large sugar factory or cannery might seem tobe | Jing, t 


unilaterally collective if the processing corporation be regarded as a1} becon 
individual buyer. But, in the last analysis, it constitutes group bargain- } % seen | 
ing between the body of individual farmers and the body of stock- Russi 
holders of the corporation, the actual bargaining being of necessity car- | 7 of Ge 


ried on by the agents of both groups. Much the same can be said of | © reduc 


collective buying of fertilizer, gasoline and oil, and other farm supplies } ~~ unem 
by the larger consumer codperatives such as the Grange League Federa- | ¥ as the 
tion Exchange. A great amount also of large-scale buying and selling [| — Th 
among manufacturers or between them and department stores, chains, in the 


and mail order houses has many of the essential characteristics of col | 7 wing 


lective bargaining. allian 

The real trouble in the transition from individual bargaining to the | ¥ busin 
group method of price making and business direction is that so-called chara 
collective bargaining has been a child of violence and not a child of Be! 


love or even of scientific genetics. It is a matter of common knowledge } % their 


that the emergence of collective bargaining by both laborers and | the p 
farmers resulted from the growth in size and bargaining strength of | @ utiliz 
employing and purchasing units after the advent of the business corpo- | © priva 
ration. But the attempt to redress the balance of bargaining strength, , “% maxi 


once initiated, took on the familiar lines of the military race between 
armor and armament; from armor that would stop any existing pro- 
jectile to a projectile that would pierce any known armor; then still 
better armor, followed by yet mightier guns, ad infinitum—unless | ¥ tivitir 
reason should intervene and institutions be devised to control the mad | me towa 
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race of destruction. Industrial and mercantile exploitation of the fac- 
tory laborer and the farm worker gave us the labor union and the agri- 
cultural codperative. The labor union gave us the sympathetic strike, 
the blanket wage contract, federal labor legislation, and the National 
Labor Relations Board and similar control agencies. The local codpera- 
* tive gave us the federated or centralized association, the “commodity 

| marketing” movement, the Federal Farm Board, and the Agricultural 
® Adjustment Administration. 

» The last step of both these series brings us to government control 

along lines of class interest. Farm bloc and labor bloc appear to be 
Wready to give the workers in industry and agriculture a system of 
® implemented economic planning as soon as their clients say the word. 

» But before giving such a word the parties pause. 

* Today there are questionings among both the agrarian leaders and 
© the labor leaders whether they have not overshot their mark or whether 
™ the tide on which they rode to power may not be about to engulf them. 
Is it not possible that, in seeking the power of government to give them 
» boons that they cannot win for themselves through bona fide bargain- 
Ying, they have renounced their own right of self-determination and 
) become the wards of the provident state? Such an outcome has been 
)seen abroad. The widespread agricultural codperative movement in 
) Russia was swept aside by the Soviet collective farm. The labor unions 
» of Germany lost their rights of self-determination and workers were 
) reduced to a servile status when Hitler accepted the task of ending 
) unemployment. Both labor unions and agricultural codperatives so far 
7 as they existed in Italy were reduced to robots of the fascist state. 
The N.R.A. constituted a desperate move on the part of business 
in the hour of commercial crisis to bring business in general under the 
™ wing of government. In spite of their early withdrawal from that 
) alliance (or surrender), there is still a faction within the ranks of 
® business which looks longingly toward the comprehensive controls that 
» characterize the fascist state. 

> Before any of these interest groups make an irrevocable cession of 
> their great provinces of the free market economy to the suzerainty of 
: the political state, they should ponder carefully. Is it not possible to 
) utlize institutions and practices already experimentally developed in 
| Private business and so perfect them as to bring personal values to 
> maximum expression and preserve desirable liberty of individual action, 
} but also facilitate necessary discipline and at the same time meet well 
3 the requirements of advancing technology and of practical planfulness? 
&§ There is a tendency today even among economists to regard the ac- 
) ‘vities of organized groups in the business field as operating exclusively 
3 toward curtailment of economic self-realization for the majority and to 


| 
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assume that government activity universally affords release to th 
energies and aspirations of economic men. As a matter of fact, privat, 
aggregation and public control both lead to frustration of some of th 
basic economic urges of the individual as well as to gratification oj| 7 
others. It is the thesis of this paper, however, that nongovernment, © 
organization for multilateral group bargaining presents, in the long rm! ~ 
and over the major part of the economic field, the truest and fulles| : 
opportunity for universal self-expression combined with technical efj. 
ciency. 

Before examining the positive case, let us consider briefly two maje | 
shortcomings of government as an agency for ordering our mecca 4 
lives. 


III 


Those who regard the drift toward governmental determination 0 
economic issues as not only an inevitable but also a fortunate develop. 
ment are prone to think of this as the only “scientific” method o 
ordering the economic affairs of a people. For who can know and seek 
steadfastly “the common good” except the national government that, 
by its very nature, rises above all class or sectional rivalries and ca 
compute the common multiple of the multifarious aspirations of al 
its citizens? 

This, however, is a superficial view. The analogy of the comma 
multiple is seriously misleading. In arithmetic, a common multiple con: 
pletely and precisely embraces all the constituent factors, and thes 
factors are determined, exact, unchanging, and consistent. But the 
interests of a nation’s citizens are undetermined, vague, changing, ani 
often mutually inconsistent. In any strict sense they are largely uw 
known even to the parties and, hence, unknowable by any central a¢: 
ministrative agency. They have to be discovered or registered in the 
very process of adjustment to real and ever-changing local conditions 
In their final terms they must represent compromises, interarticulat | — 
adjustments, and new subjective values that emerge from the very | 
process of making particular decisions for action as the parties a 
interest are confronted by changing situations. ) 4 

When government attempts to deal with these complex, varied, ani 
changing situations it does so through either the legislator or the a¢ | 
ministrative official. Our legislative process is, of course, a successio? | 
of compromises among individuals and rival interests and thus may | 7 
seem to conform to my criterion of a sound procedure for settling eco | 
nomic issues. But the compromises made in Congress are in the natutt } — 
of political trades and log-rolling deals involving many extraneous is | — 
sues rather than being specific business transactions in which func: 
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tionally interested parties make a concrete and responsible bargain from 
whose outcome they themselves derive gain or suffer loss. The answers 
which the legislator gives to economic problems tend to be class or 
pressure-group answers not differentiated according to the peculiarities 
of local situations nor resolved into any consistent pattern of direction 


. for the economy as a whole. 

= It is largely in recognition of the limitations of legislative handling 
. of business relations that there has been so great an expansion of the 


administrative arm of government. The bureaus through which these 
administrative agencies function seek not merely to direct business 
along lines marked out by legislative declarations of policy; they also 
draft new legislative proposals or modifications and extensions of older 
laws. Presumably the formulation of “the common good” by a trained 
civil service will be less opportunistic or less cynical than that of a 
parliamentary body. The proponents of government planning no doubt 
believe sincerely that through such professional guidance we shall 
attain competent direction and put an end to political patchwork. 
But this administrative formulation and promotion of ends, even when 
sincerely conceived as the “common good,” does not give us objective 
values.° There is a certain intellectual arrogance in the idea that the 
government bureau knows best. It cannot know the actual situations 
with which it must deal except by proxy, and the proxy can never 
be more than approximately right. Government can see only through 
the eyes of its officials who, of necessity, are concerned to simplify 
complex reality to an operating rule. The larger the réle of direction 
assumed by central government, the closer do we approach to a dicta- 
torship of the capitalists, of the proletariat, of the Republicans, of 
the Democrats, of the New Deal, or of whoever may ride the “wave of 
the future.” 

Only those who are actual participants in an enterprise confronted 
by a concrete situation are capable of saying whether they would value 
a particular kind of security above a certain amount of income, whether 
they can afford to accept this lower wage as an alternative to that 
amount of unemployment, or whether they would settle for specific 
discomforts rather than lose prestige or be forced to give up a long 
familiar habitat or break a long-established routine. These diverse 


“In this section I have employed the expression “common good” to describe the 
objective envisaged by legislators and government officials at their best, whereas throughout 
the paper I use common interest to describe the objective of voluntary collective bargaining. 
Concepts of the common good distort or complicate strictly economic considerations by the 
intrusion of ethical or aesthetic preconceptions of the official or other person using the 
term. “Interest” connotes synthetic objectification similar to that embodied in the 
concept of market demand. There is a common interest in high total productivity if only 
we can discover means of allowing it to come to expression. 


| 

| 
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situations cannot be averaged into a rule of wide application; neither 
can they be conventionalized for permanent handling. The very 
changefulness of our economic weather makes it necessary to provide 
for the voices of local operative groups to be heard in the making of 
directive decisions. These decisions (all of which are the stuff of which 
values are made) cannot be arrived at by manipulation of data from 
the morgue of a statistical bureau. Their content must be supplied 
currently from the events of the moment and the anticipation of the 
future—so far as the operating bodies conceive themselves to be con- 
cerned with the future. The important point is that the evaluations be 
real because they are written in by the actual parties at interest in the 
actual situations in which alternatives are presented. 

This brings us to the second basic deficiency of government as a 
directive agent in the economic sphere. Even if it could actually dis- 
cover and formulate the common material interest of the whole people, 
it is by its very nature inept as an agency for attaining that general 
interest. It lacks the necessary intimacy and flexibility to apply general- 
ized formulas to the particularized situations which make the real body 
of business life. Evaluations to be sound must not only be first-hand 
but must also be kept constantly up to date. A law or administrative 
rule freezes old valuations, whereas the business process must be kept 
experimental and subject to pragmatic tests. Any politician or govern- 
ment administrator is constitutionally set against admitting mistakes. 

The Agricultural Adjustment Administration affords an excellent 
case in point. It was a thoughtful and sincere effort on the part of its 
framers to set up a scheme of economic democracy through which 
local and even individual interests should come to expression within 
the setting of the national problem. But however carefully annual pro- 
grams, “goais,” and other operating devices may be conceived in the 


interest of true economic adjustment, they have to be implemented and | 


defended, extended or altered by Congressmen. And the latter work in 
a political, not a scientific, frame of reference. Instead of proceeding 
from the crude concept of price or income “parity” to more refined 
formulation and practicable application of economic principles, they 


have resorted to strong-arm claims for super-parity or to disingenuous _ 


methods of computing parity that make it a farce and give us the sar- 
donic phrase “the political crops.” 
Besides the inevitable conventionalization of values and averaging 


or ignoring of particular interests, besides inevitable sluggishness in — 


revision of policies or programs in the face of swift and frequent 


changes in actual business situations, government economic direction | 


has a third weakness. It fails to collect the piper’s fee from the actual 
dancers. It does not link responsibility and reward. Questions are sub- 
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mitted to political constituencies that fail egregiously to correspond to 
the economic areas which will be affected by the course of action 
nominally endorsed by the vote. And when results are economically bad, 
thev can be decorously buried under a deficit appropriation or camou- 
faged under a new political program of government action, or criticism 
may be diverted by the red herring of irrelevant forensics. I am quite 
aware that some of these same shortcomings carry over into private 


' business affairs whenever large numbers of people must work together 


in a single organization. Instead of party politics we get labor union 
politics, intra-corporation politics, and farm organization politics. But 
these are not functional characteristics of business, inseparable from 
it as they are from political organization. Whereas the basic technique 


F of the political state is politics, the basic technique of business is pro- 


ductive efficiency. 
IV 


The preceding consideration of some of the shortcomings of govern- 


* ment in business has suggested various superiorities to be found in a 


system of self-controlled business. But this carries no implication that 
private enterprise as we have known it has displayed these merits in 
adequate measure, or that the systematic development of collective bar- 
gaining procedures would of itself introduce satisfactory conditions. 
Such a road to better things would be found long and hard. If collective 
bargaining between or among functional interest groups is to realize 
its potentialities as the mechanism best suited to advance the distinctive 
ends of economic life, four conditions must be met. There must be (1) 
functional equality among the parties; (2) democratic representation 
of individuals in local groups and of local units in overhead organiza- 
tions; (3) full disclosure of facts and (4) sincere use of professional 
assistance. 

True collective bargaining must start from the premise that both 
parties are mutually indispensable or functionally equal. A bargain 
connotes an actual, however regretful, meeting of the minds of the 
parties. It means that they have come to a common recognition as to 
what is the most workable adjustment of a mutual relationship. Such 
a solution is not arrived at if one party is adamant that labor is the 
only truly productive factor, that the farmer’s interest is paramount, or 
that business belongs unequivocally and indivisibly to management or 
to ownership (an ambiguity even here). Over against the sterile claim 
that labor has no right to participate in management stands the patent 
lact that labor already does participate in management. The denial 
of the opportunity to settle basic questions by bargaining caused labor’s 
participation to take the form of destructive strikes, slow-downs, or 
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resorts to political redress. Peaceful participation between rational an¢ 
intimately informed representatives of the parties at interest is th 
surest way to approach true economic equilibrium. 

The second premise—an effective scheme of democratic represents. 
tion—brings us to the very heart of the concept of collective bargain. 


ing. If our business system is really to achieve the maximum possibk | — 


simultaneous expression of the interests of the whole people, it mus 
have reliable means of learning what those interests are. It is a notable 
fact that, in the present organization of business, the individual 
capitalist has been largely disfranchised by corporate management, 
the ordinary farmer’s voice drowned out by the pronouncements of the 
farm organization “leaders,” and the individual worker to a great 
extent subordinated to the will of the labor union official. The situation, 
however, differs widely from one organization to another and there are 
some indications of a real move toward more representative forms and 
practices. Some large corporations are beginning to have stockholder 
participation in annual meetings, but this reform moves more along the 
lines of grudging concession to popular outcry than along lines of sin- 
cere and spontaneous efforts to get an effective registering of stock- 
holders’ views. The codperative movement in agriculture has shown 
some interesting and effective arrangements designed to leave contrdl 
of policy effectively in the hands of the membership without impairing 
the operative e‘ficiency of either local or central units. A good organi- 
zational plan builds a two-way street over which expressions of the 
varied interests of individual members and local groups travel to central 
headquarters whilst knowledge of general market requirements, prefer- 
ences, and limitations are disseminated down through the system to the 
individual participant. 

Our third premise for successful collective bargaining is full dis 
closure of pertinent information by all parties. If negotiated settle- 
ments are to form a sound basis of business administration, all parties 
must be prepared to furnish an adequate and honest factual picture of 
the situation in which they stand. Bargains conceived in the tradition 
of David Harum or the trickery of the Oriental bazaar are not bargains 
in any sense tenable for modern industrial life. All parties are in fact 
concerned to make arrangements that will provide for the future se- 
curity of their common business venture. Imagine groups of scientists 
trying to solve a problem while giving one another incomplete or 
phoney data; or groups of mechanics working together on the basis o! 
false measurements or incomplete specifications! If business refuses to 
install a modern lighting system at the bargaining table no less than 
at the work bench, government will have to step in to secure full 
ascertainment and divulging of the actual state of economic fact about 
all the parties as they enter the area of group dealings. Collective 
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bargaining cannot be successfully or even safely conducted under the 
rules of blind man’s buff. 

Our fourth premise is that collective bargainers, besides having a 
comprehensive array of relevant facts, require special facilities and 
personnel for interpreting these facts or applying them to the solution 
of the problems by which they are confronted. I have laid great stress 
on the need of an organizational scheme through which the economic 
desires of all those who have labor or property to contribute to the 
economic process shall come to free expression and be combined, classi- 
fied, and formulated into a set of goals which constitute the actual 
motivation of the people. But these goals are not to be achieved by the 
methods of ignorance and brute strength. To a business community 
that has proved to itself the indispensable value of scientific and engi- 
neering personnel in its technological processes, it must become evident 
also that professional expertness is no less needed on the social science 
front. A beginning has been made, but there is still some lack of sin- 
cerity or some failure to perceive just how these new professional 
specialists are to be effectively used. Since there is much uncertainty 
also among the professionals themselves, we may well give particular 
consideration to this feature of collective bargaining. 


V 


The prominence already given to matters of business structure and 
procedure should forewarn you that I am going to speak here not 
merely of the rdle of the economist in business but also of the political 
scientist or student of the processes of government or administration. 
The special services of the expert in this field would be complementary 
to those of the economist in any scheme of business privately but plan- 
fully organized, on the basis of frank and studious collective bargain- 
ing for the disposition of blocks of labor and capital. His knowledge 
of the structure and functioning of large operative bodies must furnish 
the setting within which the economist analyzes the content of the 
deliberations of interrelated groups as to the workability and mutual 
consistency of proposed price-and-production policies and practices. 
he demand is not merely that both types of professional aid be sup- 
plied but that the two lines of study be covered jointly. Here is a field 
of truly interdisciplinary endeavor such as the Social Science Research 
Council has been seeking to outline and promote. 

If the interest group is badly defined or badly led, it becomes a poor 
agency for economic functioning. Defects in both delimitation and 
leadership manifest themselves glaringly in the pressure groups which 
confront us today in places where constructive collective bargaining 
is much needed. Remedy for these two types of defects must be ap- 
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proached through proficiencies that lie definitely within the training 


econo! 
and interest of the political scientist. He must work out a scheme of 


For 
organizational representation by which rights of expression and ne. merel' 
gotiation may be delegated and responsibly exercised, with information comp 
as to results attained brought back to the individual members of the tion a 
group to illuminate and improve their future understanding of their his et 
own real interest and of the means of attaining it. facilit 

The “organization expert” of today has some of these proficiencies, analy: 
but he is preoccupied with essentially operative devices for securing busin 
discipline and coérdination within a company. Broader professional engin 
training is needed to develop expertness in defining efficacious ways be as 
for the parties within a given enterprise to express their interest in actua 
functionally significant terms. We need to get beyond such crude impor 
concepts as that sometimes voiced in the claim that labor should have know 
a voice “equal” to that of capital in management. The attempt to define tions 
equality for noncomparables must give place to the search for a work- fully 
able pattern of bargaining relationships by the parties whose riles while 
are widely different but mutually indispensable. actua 

The political scientist in the business field must also aid in dis- whicl 
covering suitable means for federating or otherwise incorporating small be pe 
units into larger ones so that some decisions may be taken on the econc 
basis of the small areas to which they are pertinent, and others on econc 
issues regional, national, or even international in scope. Every such plicit 
organizational structure must be relative to the economic content of the Th 
issues to be faced and the determinations to be made. Thus, as was tion. 
said above, political scientist and economist must conduct their Was! 
studies jointly at every stage of their work. operé 

The economist, however, has his distinctive tasks as analyst of the make 
economic content of the company’s or the association’s affairs. Given was ¢ 
a scheme of representative business organization designed to see that bers 
the actually felt interests of the parties to economic life have a chance subs! 
for realistic expression, their choices should then be made in the light the s 
of knowledge both as to the facts by which they are confronted and servi 
the effects which may be expected to follow from any proposed line of posit 
action. Let us assume that the fact-finding agencies of government and far r 
the record-keeping departments of the participating groups provide ing t 
as good a body of data as it is possible or practicable to collect and busi 
that all parties are frank in divulging their information. It then be- certé 
comes the professional task of the economist to analyze these data with com! 
the best methodological tools to give answers to the questions which to tl 
the negotiating interest groups need to put to the data. While the unbé 
interest group with which the economist is professionally associated Curr 
furnishes the highly necessary worm’s-eye view of its interest, the ness 
economist must supplement this with a bird’s-eye view of the total be s 
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' economy within which the group’s long-time interest must be achieved. 

For purposes of simplicity I will discuss the matter from here on 
merely in terms of the economist in the employ of a large industrial 
company. The industrial economist ceases to be a theorist of abstrac- 
tion and becomes something approximating a laboratory scientist. If 
his employers were intelligent and sincere in hiring him, they will 
facilitate his access to the factual materials essential to making the 
analyses needed in finding answers to the questions that confront the 
business. If they respect the economist as they respect the chemists and 
engineers they hire, they will even let him tell them what questions should 
be asked. And at appropriate times they will let the economist know 
actually the considerations and the reasoning that led them to make 
important decisions of general policy or particular action. Only on such 
knowledge can he compare their expectations of cause-and-result rela- 
tions with the sequences to be expected in accordance with the most 
fully developed tools of analysis furnished by economic theory. Mean- 
» while his attempts to use the tools in the robust surroundings of his 
» actual business laboratory will show him which tools are too fragile and 
> which have been designed without proper knowledge of the tasks to 


> be performed. Under such conditions, we might expect the industrial 


economist to become a vigorous contributor to the basic science of 


> economics regarded as pragmatic generalization of realities, not as im- 


plicit theorizing of definitions. 

This leads me to another and perhaps somewhat tangential observa- 
tion. Such a decentralization of economic talent from the bureaus of 
Washington to the headquarters offices of business corporations, co- 
Operative associations, industrial institutes, and labor unions should 
, make for the improvement of our profession at the same time that it 
was elevating business administration. It is obvious—at least to mem- 


» bers of the American Economic Association—that there should be a 
» substantial number of carefully chosen and well-trained economists at 


the seat of government, counseling the officials who make policy and 
serving on the staffs of the bureaus that administer them. While this 
position at the seat of government gives a commanding view of the 
far reaches of a problem, it is also conducive in the economist’s think- 
ing to the resort to ideal solutions somewhat outside the range of actual 
business. These may take the form of subsidies which will permit 
) certain operations to continue even when they would not survive in the 
| commercial market. Such escapism may grow out of having recourse 
to the taxing power and of learning to contemplate a permanently 
unbalanced budget with equanimity and a managed—or mismanaged— 
currency with the thrill of adventure. It leads also to a certain loose- 
ness of thinking among those who fancy an economic problem can 
be solved by running away from the rigorous limitations imposed by 


| 
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ordinary business terms and invoking a new kind or measure of regu- 4 
latory control, regardless of whether the net effect of such a solution | 
is to destroy the independent action and voluntary choice which are 
the essence of a free people’s scale of values. 

If, after the war, the labor market for economists encounters some. 


thing of a glut, I am strongly of the opinion that the soundest solution ‘ : 


would lie in the direction of a shift—of those who have the fortitude 
to endure such an experience—from government and academic into 
industrial employment. Industry, if it could acquire a respect for 
scientific approaches to business problems commensurate with the 
respect it already has acquired for natural science, would benefit 
greatly from the new outlook on management. But it too would have 
to have a good deal of fortitude to endure the experience. 
VI 

If time permitted, I should like to point out that the suggestions! | 
have here set forth, however daring or utopian they may sound, have | 
substantial counterparts in actual business. There is a very large body 
of practical experience, a voluminous record of factual information f- 
available as to what has actually transpired in the various situations in | 
which buyers and sellers, investors and managers, employers and > 
workers have dealt collectively with each other. Economic studies have 
been very uneven in the interest that they have manifested in different 
parts of this body of inductive materials or in the insight they have [ 
shown in distilling lessons either for theoretical generalization or for ) 
practical action from these data. ; 

In the labor area of collective bargaining Professor Slichter has 
from the academic approach, considered both instances and potentiali- 
ties of collaboration between labor unions and industrial management 
in working out mutually acceptable and economically constructive wage 
rates and practices.’ Under the latter he has shown that it is possible 
for labor to make contributions to the more productive administration 
of industry. He supplies instances in which it is the union which has 
stimulated or guided management rather than seeking a one-way 
street to better income through curtailment of production. From the 
ranks of professional union leadership such representatives as Clinton 
Golden, Harold Ruttenberg,® and Philip Murray’ have furnished further 


"S. H. Slichter, Union Policies and Industrial Management (Washington, Brookings In‘, 
1941). 

*C. S. Golden and H. J. Ruttenberg, The Dynamics of Industrial Democracy (Ne* 
York, Harper, 1942). 

°M. L. Cooke and P. Murray, Organized Labor and Production: Next Step in Industria 
Democracy (New York, Harper, 1940). See also various documents of R. J. Watt grows 
out of his activities as American labor representative to the International Labor Office. 
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concrete evidence of the power of the labor group to promote the 
veneral industrial and public interest when management is ready to 
meet with labor as a true partner in a joint enterprise. On the first 
session of this meeting Professor McCabe analyzed the problem of 
how wide a geographical area wage bargains should cover.”® The presi- 
dential address of last year“ included a suggestion that, “Wage policy 
which is now made by groups too small to feel much responsibility for 
the general level of employment, might be made by units such as the 
United States Chamber of Commerce and the National Association 
of Manufacturers on the one hand and the American Federation of 
Labor and the Congress of Industrial Organizations on the other.” 

From my own lifelong interest in agricultural economics and codpera- 
tive organization I could draw some further illustrations and more 
specific suggestions as to the modus operandi of bilateral collective 
bargaining. By and large, economists do not know what the basic 
principles of codperation are, and the economics of pooling has never 
been professionally examined. Nor have we even bothered to study that 
substantial body of operations carried on by “mutual” companies. Some 
of the time of economists could profitably be directed to synthesizing 
this experience in the less conventional forms of business administra- 
tion. Courage and imagination should be exercised in ascertaining their 
applicability to wider reaches of business practices instead of consider- 
ing merely intricate regulatory schemes and short-cut resorts to govern- 
ment direction or even operation of business activities. 


VII 


In concluding, I shall note points of contact with the addresses of 
my three predecessors. Last year Professor Slichter closed his inquiry 
into “the conditions of expansion” with the words: “Never have the 
rewards of a broad view of common interests been more attractive. 
Never has the folly of narrowly pressing special claims been greater. 
The economic future of our country and of the world depends upon the 
clarity with which this is seen.’”” 

. { have voiced a skepticism that this broad view of common interests 
is to be effectively attained through comprehensive schemes of state 
regulation or through an increasing amount of government operation. 
[ have, on the other hand, not fully accepted Slichter’s “two ways in 
whic h groups may advance their interests.”’ One of these ways, he says, 
“Is based upon a high valuation of one’s special interests, and involves 


D. A. McCabe, “Problems of Industry-Wide or Regional Trade Union Agreements,” 
'm. Econ. Rev., suppl., Vol. XX XIII (Mar., 1943), 163-173. 
_Slichter, Am. Econ. Rev., Vol. XXXII (Mar., 1942), pp. 1-21. 
Slichter, Am. Econ. Rev., Vol. XXXII, pp. 20-21. 
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improving the bargaining position of the group for the purpose of get. 
ting a larger share of an income flow with little regard to the effec 
upon the size of the total income flow.” If special groups attain power 
and use it to enlarge their relative income position regardless of others, 
the total is in time so seriously reduced that the absolute amounts 
going to them as well as to others are curtailed. Hence his first case 
merges into his second; group interest is in the end consistently pro- 
moted only by bargains that are, as he puts it, “based upon a high 
valuation of general interests and involve restraint in pressing special 
claims which conflict with general interests.” 

In other words, individuals in any category prosper most fully over 
the years as self-disciplined participants in a functional group; and 
such a group maximizes its permanent prosperity by discovering and 
performing most perfectly its functional task in the total economy. This 
to my mind suggests the answer to Mill’s quest for a means by which 


economic science can discover objective values in a world of change. | ~ 


Such values are not to be found in the subjective demands, from the 
most whimsical to the most calculated, of separate individuals. Neither 
are they to be found in the rigid determinations of authoritarian govern- 
ment since, even when the purpose is sincere, these must in the nature 
of the case be subtly suffused with the subjective evaluations of the 
legislator and the official. Still less can they be found in the pecuniary 
outcome of partisan struggles between power groups which, if the 
groups be unequal in size, result in arbitrary or coercive settlements 
and, if they be substantially equal, result in economic impasse and 
lower productivity. They are most surely to be approached through the 
operations of spontaneously affiliated functional interest groups, demo- 
cratically organized for the declaration of the interest held by members, 
and for bargaining methods of discovering the most practicable means 
for simultaneous realization of the largest number of such interests or 
for the revision of claims and redirection of effort in the light of better 
understanding of operative possibilities and needs. For a government 
elite, performing in a vacuum so far as operative responsibility and 
sharing in financial results are concerned, such organization substitutes 
a vital process of joint administration, with responsible parties negotiat- 
ing the varied compromises of competing interests experimentally and 
subject to pragmatic testing and re-negotiation.”* 

* Many people would no doubt consider the omission of the consumer from my list of 
interest groups a surprising and inexplicable oversight. This omission, however, is not due 
to mere inadvertence but to a settled belief that, for the purposes of this analysis, the 
interests to be considered are workers, capitalists, and managers, with the farmer standing 
as a special type of worker-manager. It is my belief that adjustments economically sound 
for workers, managers, and capitalists in the broad view and in the long run must take 


account of the interest of the consumer. Furthermore, that interest is constantly and 
effectively registered by consumers through their market behavior, and this can b 
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| [thus come back to Professor Viner, defender of the dogma of the 
{ree market. I believe firmly that the process of group bargaining 
which I have sketched satisfies the basic requirements of free market 
adjustment for which he raises his voice, even though the units I deal 
with are much larger than the individual. But a market of group 
negotiators can be a free market only as the men who traffic in it 
respect each other’s freedom and light the course of their bargaining 
by the torch of science rather than trying to solve the problems of a 
delicate organic process by the crude devices of brute force. 

[ trust that no one will dismiss what I have said as a mere reversion 
| to simple-minded /aissez-faire or suppose that I am proposing to turn 
the country back to the Indians. The elaborate machinery of collective 
bargaining which clearly is involved in these proposals should make it 
plain that it is not anarchy but a most exacting and rigorous self- 
government that is envisaged. This surely is no reversion to the blind 
laissez-faire of unbridled individualism, which would permit the strong 
» to grow ever stronger by ruthless exploitation of a favorable institu- 
» tional situation at the expense of the weak, who are made ever weaker. 
» Under democratic institutions of group bargaining, the individual 
» would be given the fullest opportunity for economic self-expression, as a 
» member of a team within a league of teams. Technically qualified 
leaders would be steadily emerging from the mass through demon- 
strated efficiency in the actual task of business adjustment, not in the 
arts and wiles of political persuasion or maneuver. It contemplates 
strictly business solutions for business problems. 

It may be replied that all that I have said is beside the point because 
the parties at interest do not themselves want such a solution. Those 
whose sincere belief and devoted support would be necessary to the 
success of any system of responsible self-direction of business are not 
ready to set up such economic instituticns and live under them. In 
effect, this would be to say that capitalists, managers, and laborers 
still are economic isolationists at heart. Events may prove that for the 
near-time future this is true, that militant concepts of group sovereignty 
are preferred to frank and flexible experimentation with the building 
of collective security on democratic patterns. But it is surely not too 
soon to anticipate and plan for a day when a few of the most advanced 
industrial nations will be able to organize their business life on the 
® basis of economic statesmanship and science in place of economic 
4 guerilla war and group power politics. 


int erp reted Yr” generalized with greater technical competence through the machinery 


ei of collective bargaining than it can be expressed by the group representatives of consumers 


Sitting in on bargaining conferences. The situation, however, is distinctly different if con- 


sumers are organized in a responsible consumers’ codperative for negotiating prices at which 
they will buy stated quantities of specified articles. 
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As to our profession, I have pointed to two desiderata: (1) that ; 
economists acquire more proficiency in dealing with the problems of | 


how an economy functions when it is organized in large administrative 
groups, and (2) that they be put in positions to deliver this technica 
knowledge to the administrative officers of the respective groups who 
are the responsible parties to the negotiation of economic relations and 
the drafting and execution of business programs. Instead of being put 
in a position of irresponsible power in a bureaucracy, it is much better 
for the economist to be associated with one of the interest groups in 


business as a consultative and experimental scientist, without any | 


authority to shape action or even any prerogative to formulate policy. 


As a scientist all that is incumbent upon him to say is that if certain 
actions are taken certain consequences may be expected to follow. Itis | 
for the executives to act in the light of this professional counsel, subject | 


to review by the members of the underlying group organization. 

Finally, in aligning myself with Professor Viner in support of the 
view that “there’s life yet in the old dogma of the free market,” I do 
not appear as apologist for a dogma-in-the-manger, asserting its ow 
logical perfection but neither rendering useful service to mankind nor 
standing aside for the coming of more serviceable economic doctrines 
and institutions. I appear as apostle for a dogma that perpetuates the 
age-old wisdom of economic men learned at successive stages of busi- 
ness development, a dogma old but ever renewed through its capacity 
to give service, a dogma congenial to the minds of freedom-loving men 
and ready to serve them again and yet more fully in the economic tasks 
of our new day. 
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SOME MONETARY ASPECTS OF 
GOVERNMENT BORROWING 


By Mark MITNITzKY* 


In Fiscal Policy and Business Cycles, Professor Alvin H. Hansen 
writes: “It is, of course, true that vast war expenditures piled on top 
of private expenditures will produce inflation. . . . A too rapid increase 
in debt, particularly where it is accompanied by a rapid increase in 
bank credit, will produce an inflation. But it does not follow from this 
that a large debt once reached will result in inflation. Once the expendi- 
tures are over, the magnitude of the debt, per se, will not produce 
inflation” (p. 173). 

There can be no disagreement with Professor Hansen’s statement 
that if the system of controls is comprehensive and effective, vast war 
expenditures need not have intense inflationary consequences. As far 
as controls can prevent armament spending from competing with 
civilian demand there is a chance of avoiding a general rise in prices 
despite the vast expansion of bank borrowing. While the war is on, 
controls can void the economic significance of newly created money 
by preventing its spending. They may thereby prevent a cash inflation 
from becoming a price inflation. 

But Professor Hansen is optimistic also for the time when the 
“expenditures are over” and believes “that the magnitude of the debt 
per se will not produce inflation.” In our view, the magnitude of the 
debt and the vastly increased stock of money are serious problems. 
The money now frozen by controls remains money in being and will 
go back into circulation after the war. The currently prevailing tend- 
ency to face this prospect with equanimity probably has its roots in 
the economic conditions of the decade after the depression, when 
industry remained “stagnant” although the stock of money was in- 
creasing rapidly. To apply to the future without further qualification 
a theory relying on this limited experience may be dangerous. A short 
lime ago, such an attitude would have been considered, at best, negli- 
gent. The school of economic thought ruling in American politics in 
the early thirties based its hopes of a business revival on measures 
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that were to add a few billions to the stock of money while economists 
opposing the administration saw in them the green light for galloping 
inflation. It may very well be that present opinion overrates the com. 
pensating virtue of v as grossly as the majority opinion ten years ag) | 
trusted (and the minority feared) too blindly the power of m. 

In this paper we examine some general aspects of effects the war. 
generated increase in the supply of money and in the public debt may 
have on the monetary system and on monetary controls after the war. 


The Growing Stock of Liquid Wealth 


In the current fiscal year commercial banks are expected to “take” 
30 billions of government securities. Since we are not concerned here 
with details of fiscal policy, we accept this figure as indicating the 
magnitude of the problem for this and the following years of the war. 
Taxes will probably bring higher revenue in the future, as rates are 
raised and national income advances, and sales of war bonds to 
individuals will possibly be larger as fewer goods are available for 
purchase. Nonetheless, borrowing from banks is not likely to decline 
so long as total war expenditures are mounting. Other things being 
equal, the supply of money, defined in the usual way as the aggregate 
of adjusted demand deposits and currency, will rise by roughly the 
same amount as borrowing from the banks. Again, other things being 
equal, the pre-war stock of money will be doubled in a year and a half. 
If the war lasts another two years, the supply of money will be four 
times as large as at the peak of the 1929 boom. 

The huge addition to money brought about by military needs has 
one distinctive feature worth mentioning. Modern monetary theory 
usually associates changes in the supply of money with fluctuations 
in bank loans and bank investments, apart from such special and 
obvious cases as one-way gold movements. First, money created through 
bank lending to private business is connected with a rising demand for 
the medium of exchange. Second, it is self-liquidating in the sense that 
it will be canceled if and when the credit requirements of bank cus- 
tomers decline, or when in the opinion of the bankers they should be 
cut. Under the rule of this system the stock of money is elastic, closely 
related to trade activity and consequently to the demand for circulation 
media. 

James W. Angell has shown that this close interdependence was not 
merely a theoretical principle but a fact. Before 1929, changes in the 
stock of money fitted the trend of national income with remarkable 
ease. This reassuring harmony is now rudely destroyed. As a large 
portion of the national output is paid for with simultaneously and 
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continuously created mew money, the rise in the stock of money out- 
distances by leaps and bounds the rise in national income. The supply 
of money is increased out of all proportion to circulation requirements. 
Nor can the money increment created by the sale of government bonds 
to the banks be canceled as and when conditions require contraction. 
Retirement of debt will be slow even under the most favorable circum- 
stances. Hence the addition to currency and deposits will be as per- 
manent as the debt that brought it into being. The shift in the basic 
economic quantity of money is not temporary; it is a lasting and in 
great part irreversible change. 

Scores of billions of new money added to aggregate private property 
are not, of course, a sign of prosperity. The addition to the money 
stock corresponds to money receipts kept by individuals and businesses 
in cash after payment of taxes and purchase of war bonds from current 
income.’ They are the approximate equivalent of forgone consumption 
and postponed capital replacement. From the viewpoint of individual 
wealth, bigger bank balances may mean progress in some cases, may be 
neutral or even associated with regress in others. When the cash funds 
of the individual rise because he is unable to spend his income on 
current consumption, he is saving and adding to his personal wealth. 
If his bank balance piles up merely because he is not allowed to make 
the necessary expenditures to repair his home or to replace his car, 
his wealth is not increasing. He simply exchanges material wealth for 
cash funds. The same is true when a business depletes its inventories 
or lets its equipment deteriorate while it adds to its bank balance the 
money equivalent of purchases it cannot make. 

Irrespective of whether individual wealth is increasing, remaining 
stable or declining, individual liquidity is increasing and will continue 
to increase as long as the present methods of war financing are fol- 
lowed. We may define “individual liquidity” as the relation of cash, 
cash equivalents and current receivables to current liabilities. As war 
financing progresses, individual liquidity will reach a degree never 
before witnessed, unless inflation triumphs over price control. The 
violent rise in the cash resources of business (and probably of indi- 
viduals) relatively to their current requirements is another aspect of 
the drastic shift in the quantity of money. 


"Gross National Income is equal to Civilian plus War Output. If we disregard govern- 
ment expenditures for other than military purposes, War Output is equal to the total of 
1) Tax Revenues, (2) War Bond Purchases from Current Income, and (3) Government 
Borrowing from Banks and Inactive Funds. Since current income available for the pur- 
chase of civilian goods is reduced only by (1) and (2), Government Borrowing from 
sales and Inactive Funds must equal the excess of private income (after taxes and war 
ond purchases) over Civilian Output. The inflationary element in war financing is the 
equivalent of the unspendable part of private income. 
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That liquidity is increasing fast is sometimes denied. Indeed, some 
superficial evidence can be offered to show that the cash position 


of business and of individuals is tightening. The reasons for this im. | 


pression are temporary. As far as individuals are concerned, the income 
of the war-favored groups is only now reaching its peak (if we trust, 
in line with our general assumption, that wages and farm prices will be 
stabilized). On the other hand, the income after taxes of the war. 
damaged groups has been declining for some time. Moreover, limita. 
tions on consumption were practically unnoticeable until very recently. 
When announced or expected, they have produced during the last 
twelve months the perverse effect of temporarily stimulating consump. 
tion. Forward buying, by now a completed phase of the war economy, 
for a while increased money obligations relatively to funds and 
current receivables. 

Individual liquidity of private persons could not have improved as 
forecast before incomes approached their limits, before living standards 
were adjusted to war conditions, and before restrictions on consump- 
tion became really effective. The same is true of individual liquidity 
of businesses. During 1941, large stocks accumulated in civilian and 
in war industries. Anticipatory buying, which ran ahead of final 
consumption purchases and of deliveries to the government, has now 
stopped even in war industries. As military production passes the 
phase of quick expansion, the need for rapid increases in the stockpile 
of raw materials becomes less urgent. Moreover, acute shortages in 
many raw materials force management to keep the ratio of inventories 
to output at a minimum. That liquidity is already on the increase is 
revealed by the June 30, 1942, bank statistics, which show the first 
substantial decline in loans of member banks since the summer of 1939. 

Various estimates of the amounts involved have recently been made. 
Thomas K. Hitch puts savings of individuals for the fiscal year 1943, 
apart from an assumed annual purchase of 12 billion dollars of wat 
bonds and a very sizeable reduction in consumer credit and home 
mortgages, at 17 billions.* Adding back the credit repayment items 
raises this figure to 20.5 billions. Similar estimates of the probable 
cash accumulation of business are not available. Milton Gilbert and 
Robert Bangs have calculated the parts of business receipts that are 
not necessarily respent.* (See table on page 25.) To them may be added 
the proceeds of the expected reduction in inventories in consumers’ it- 
dustries. According to the same source, total business inventories in- 
creased 5.4 billions in the two years ending December 31, 1941, or at 


* “Alternatives in War Finance,” Survey of Current Business, Oct., 1942. 
* “National Income and the War Effort,” Survey of Current Business, Aug., 1942. 
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Sn annual average rate of 2.7 billions. If stocks of goods are to be re- 
duced from now on at one-third of the rate of their growth during the 
last two years, proceeds from inventory liquidation would amount to 
1.8 billions per annum. Thus total receipts of business in excess of 
current expenses for wages, raw materials, power, fuel, services, etc., 
and interest and dividends would amount to roughly 16.2 billions per 


annum. 


Such funds normally cover replacement and new development ex- 
penses. In addition, they cover the part of net investments that is 
financed from the resources of the firm. Private purchases of capital 
goods will be sharply reduced during the war. A recent study estimated 


Billions of Dollars 
Types (1) | (2) 
2nd Quarter Annual Rate 
1942 | (1) x4 

Depreciation and depletion charges 2.% 8.4 
Other business reserves 1.0 4.0 
Corporate savings 0.5 2.0 
Tota 3.6 | 14.4 


the allowable volume of gross private capital formation in 1943 as 
low as 3 billions.* Even if it is assumed to approach 5 billions, the 
balance between the part of business receipts normally used to finance 
gross investment and expenditures for capital goods would amount to 
11.2 billions. Adding up the estimates of annual cash accumulation in 
the hands of individuals and business, we arrive at 31 billions which 
roughly corresponds to the current estimate of bank borrowing at an 
annual rate of 30 billions. 

These figures are merely crude indications of the magnitude of the 
economic problems. The estimate of a “gap” of 20 billion dollars 
between the income and the “allowable” expenditures of individuals 
for goods and services does not mean that individuals would in fact 
retain that amount in cash. Actual cash accumulation will be very 
much smaller. A large part of these funds will be used to retire debt.” 
I o the extent that instalment or mortgage debt is canceled, liquidity 
is shifted from individuals to business. Another part of the excess 
cash will be devoted to the less strategic fields of consumption which 


‘w L Crum, J. F. Fennelly, L. H. Seltzer, Fiscal Planning for Total War (New York, 
‘at. Bur. Econ. Research, 1942), p. 47. 
"Hitch, loc. cit., estimates retirement of debt for the fiscal year 1943 at 4 billion dollars. 


- 
% 


26 THE AMERICAN ECONOMIC REVIEW [marcy | 


presumably will remain free from rationing and price ceilings. A ney | 


“silk shirt” inflation in the amusement industry is still possible eye, 
if the Office of Price Administration is successful in keeping dow 
prices of more important goods. 

The main result of such a change in spending habits would be in 


part again a shift of liquidity to business, in part a relative increay | 
in tax receipts and a corresponding reduction in government borrowing | 


(and, hence, in liquidity) as extra profits of corporations are taxed x 
higher rates than most individuals. The shift of liquidity to busines 
and to wealthier groups may be accentuated if the excess income js 
used for investments in summer bungalows or homes, or if it should 
again become fashionable to speculate in stocks. Last but not leas, 
the unavoidable slow rise in the cost of living will absorb some of the 
cash accumulation and to that extent reduce liquidity. 

This rather skeptical appraisal of the ability of most wage earner 
to conserve their excess cash is further justified by the fact that very 
few people have arranged to meet their sharply higher future ta 
liabilities. Despite the forced lowering of the rate of consumption in 
1942, the liquidity of many households will be reduced when taxes 
on this year’s income become due. If taxes are further increased next 
year, the same process may repeat itself, provided the reduction in 
spending is not greater than the new rise in taxes. Thus cash abundance 
in the typical household may be postponed from year to year, and 
may never come as post-war adjustment and unemployment cut further 
into the cash savings of the average family. 

In business the forms in which the general tendency finds concrete 
expression are already visible. Some industries, expecting a decline in 
consumer demand, liquidate or sharply reduce their inventories. Others 
sell out at a rate accelerated by expanding markets and cannot te 
plenish their stocks. In some industries, such as distilling, the major 
portion of the large capital invested in inventories is being gradually 
converted into cash, new production having been stopped by govert- 
ment order. In the whole field of instalment buying, capital heretofore 
carrying a large stock of durable goods is being liquidated. Another 
example of real “disinvestment” is the accumulation in cash of de 
preciation and depletion allowances associated with actual wear and 
tear and which would normally have been reinvested. The latter 
process, probably the most significant of all, has just begun. Unless 
taxes become ruinous or peace comes soon and with a suddenness 
causing general dislocation, corporations, unlike the majority of indi- 
viduals, are not likely to dissipate their involuntary cash accumulation. 

At the same time, cash funds spill over from private individuals and 
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businesses to the banking system. Simultaneously with the contraction 
of debts between firms and individuals, there is contraction of private 
debt to banks. In the eyes of the debtor this is just another way to 
greater individual liquidity. For the economic system as a whole, this 
part of the general decline in debt has special significance. For pur- 
poses of differentiation, the relation between the stock of money and 
total bank loans and bank investments may be called Over-All 
Liquidity. The larger the stock of money relatively to bank loans and 
investments, the greater the net cash funds not subject to a contraction 
of bank credit, the greater is Over-All Liquidity. It is well known that, 
since the boom of the twenties, bank loans and investments other than 
in government securities have declined sharply while the stock of 
money has increased. The Over-All Liquidity of the private sector of 
the national economy was higher before the war than at any other 
comparable time. This tendency will continue to gather momentum 
during the war. 

Banks will feel the cash benefits from the increasing liquidity of 
business before other creditors or security holders, for bank loans 
will be the first to be paid off. Many were paid off before maturity in 
1941 and in 1942, and the recent change in the tax law will accelerate 
the process. Retirement of funded corporate debt and payments on 
defaulted interest accrue largely to banks as big holders of securities 
affected by redemption and interest disbursements. Since under the 
present system government finances a large part of investments in 
war industries, the inconspicuous repayment of bank debts outweighs 
the widely publicized new loans made to defense plants. In the course 
of time, increasing cash resources of individuals may step up this 
process of reduction in bank assets other than government bonds. 
Residential mortgages may be serviced and amortized more promptly, 
and if the purchase of small and large real estate should become more 
fashionable, banks will be able to liquidate foreclosed holdings that 
became their property contrary to their intentions after the collapse 
of the boom. 

Increase in Over-All Liquidity means, other things being equal, 
reduction in the stock of money. The decline in bank loans and 
investments in the private sector will offset some of the monetary 
consequences of their increase in the public sector. It is still premature 
to express opinions on the magnitudes involved. However, all the 
facts discernible at present indicate that the dampening effect will be 
considerable. The shift in the basic economic quantity of money is thus 
associated with a general contraction in private debt. To the extent 
that the growth in the stock of money is stunted by the tendency just 


} 

| 

| 

| 


28 AMERICAN ECONOMIC REVIEW [ MARCE 


mentioned, the already waning dependence of business on bank §. 
nancing will be lessened further, and, consequently, the controlling 
power of the banking system over business will be weakened. 


But the improvement in liquidity will not be confined to cash. It wij | 
be accentuated by the holdings of government bonds acquired during | 7 
the war. In corporate accounting, government bonds and bank balance: | 
are often lumped under the heading cash and equivalents. Although, | 
legally, Treasury securities do not differ in every respect from private | 


bonds and, economically, the market appraises a few corporate bonds 


just as highly as government securities, there are good grounds fo | 
treating them as a special category of debt, if fer no other reason | 
than because of the amount in which they are outstanding. Gover | 


ment bonds are now held by almost everybody commanding substantial 
capital or receiving regular income. The stability of their price has » 
far been beyond question. The highest grade and the most widely held 


security in existence, they are closest to money. Therefore, the cor. 4 
poration treasurer as well as the head of the family can rightly treat | 


his government bonds as equivalents of cash. They are definitely one 
of the assets entering into the computation of liquidity. 

Following the terminology of Courtney C. Brown in Liquidity and 
Instability, we distinguish between real wealth and claim wealth, the 
latter being money, evidence of indebtedness, and so on. The rea 
wealth of the country may decline or remain unchanged during the 
war; it is unlikely that it will increase greatly. The national capita 
will be used more intensively and in many fields will not be fully 
replaced. On the other hand, new plant and equipment built fo 
military production will be scarcely fully convertible to peacetime 
purposes. While real wealth will probably not change much, claim 
wealth will rise sharply during the war because of the additions to 
the stock of money and of bonds purchased by the public. 

The school of thought that has supplied the theory for the policy 
of deficit spending in recent years has done much to destroy popular 


and learned prejudice against public debt. Fighting successfully agains | 


a dogma, this school is now dangerously close to success in developin 
and propogating the opposite dogma: the theory of perpetual growth 
in public debt. Having created a conception of the working principle 


of the economic system in our time that regards government spending | 
as a necessary condition of equilibrium, these writers are unable 0 |— 
see the future without deficits. They remain unperturbed in thi | 
philosophy even when war is swelling the national debt. Such com | 
placency would seem incomprehensible were it not for the supporting ¥ 
argument that the rate of spending is all that matters, that the | 


absolute size of the debt is immaterial. The theory of deficit spending 
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has been criticized chiefly because of its political implications. Other 
writers have attacked the idea of a perpetually growing debt with a 
general and somewhat inarticulate statement that accumulation of debt 
a beyond certain limits must ultimately lead to bankruptcy and inflation, 
We although they admit that increases in debt, which compensate for 

B deficits in private spending, are not fraught with the danger of 
inflation. 

‘he key to this apparent contradiction lies in the monetary aspect 
of a growing stock of public debt. Its inflationary nature springs from 
the similarity between government securities and money. As long as 
Treasury bonds possess a degree of stability and marketability that 
makes them “equivalents of cash” in the eyes of their owners, there 
is not much difference between growing liquidity based on an increase 
in money and on an increase in Treasury bonds. Private savings in- 
™ vested privately do not affect the supply of money. Private savings 

| invested by the government create a growing stock of debt certificates 
interchangeable with money. 

The government is paying for productive contributions to the war 
partly in claims for goods and services that cannot be satisfied at 
present. It is an “as if” method of payment, hypothetical in two 
respects: first, money that cannot be spent approaches debt, while 
the debt with which we are here concerned comes close to being money. 
Second, both money and government debt are considered by their 
owners as claims not on the debtor but on total national real wealth. 
Since aggregate claims are increased drastically relatively to real 
wealth, they can maintain the value associated with them at the time 
of issue only if they are not exercised either during the war or after 
its conclusion at the rate at which they were customarily used in the 
past. If at the end of hostilities average cash reserves and the velocity 
of the circulation of money return to their pre-war levels, a great part 
of the present value of the claims will be canceled by inflation. The 
element of truth in the popular fallacy that the cost of war financed 
by borrowing is borne by “future generations” is that income earned 
in 1942 competes with income earned in 1945 for the output of 1945. 
lhe rate at which claims will be presented for payment in goods and 
services after the war and the degree to which business and individuals 
will choose to maintain their newly acquired liquidity become major 
determinants of post-war economic trends. 


The Effectiveness of Monetary Controls 


There may be doubts whether the state of vastly greater liquidity 
in which most businesses and many individuals will find themselves 
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when the war is over is an institutional change or a dynamic facto, od 
bound to produce immediate effects on the economic system. Policies spend 
with respect to the share of total business or private assets which it js of = 
“prudent” to keep in cash have not always been the same. There js | direct 
no general reason to prevent corporations from adding further to the ort 
part of their working capital that is normally held in bank accounts equip’ 
Wealthy individuals may under certain circumstances go so far as ty these 
keep their entire fortunes in cash and to live on capital in the absence may | 
of other income. Liquidity preference is in large degree a matter oj tp 
convention. Some of the increment in the stock of money may become ss : 
a permanent addition to idle funds. At the same time it is only Ba 
plausible to assume that, with the return of the freedom to spend, ttt 
the far greater portion of the “new money” will reappear in the markets ee 
for goods and services. pat 
The incentives for spending after the war will be many. The chie! ae 
one will be the desire to satisfy deferred consumption and deferred "a 
capital replacement. A higher degree of “business confidence” may abi 
stimulate investment. Preoccupation with the future purchasing power atib 
of money may become an incentive for spending while the spending’ ca - 
good. Finally, the higher business liquidity per se may lift former lini- call 
tations to investment and expansion projects. Although a greater degree he al 
of personal or corporate liquidity may in some cases be the permanent had | 
effect of war financing, the short-term dynamic aspects of cash abur- Fk 
dance after the war are the more important. roe 
As a matter of distinction and elimination we may envisage aiter ait 
the war the three possibilities of stagnation, prosperity, and an infla- hae 
tionary scare. The third must be checked at any cost. Whether it wil wie 
ever become imminent depends partly on the effectiveness of wartime toned 
controls, partly upon the punctiliousness with which the financial for tl 
obligations of the government are met, partly on the philosophy and eee 
practice of economic policy after the war. Since no economic measure ae 
is drastic enough to forestall such an emergency, the brakes applicable, Mon 
if it materialized, need not be discussed in advance. If the other nes 
extreme, stagnation, should be the actual state of American economic “an 
life after the war, liquidity for obvious reasons is no problem. Then pees 
the accumulated results of monetary expansion during the war really only 
mean nothing except an institutional change to higher liquidity prefer- sequ 
ence. Finally, a pacified and politically and economically more stable of th 
world may encourage continued intense business activity. In a period tore 
of investment optimism the pressure of an inflated volume of money As | 
productive capacity would give more than usual importance to restric: scale 
tive monetary policy, while high liquidity would create obstacles ' M 


its successful practical application. 
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It is again proper to distinguish between consumer and business 
spending moves after the war. Consumption, including the purchase 
of consumer durable goods, has never been considered a field of 
direct business cycle policy. It may become one this time if the 
pent-up demand for automobiles, residential building, and household 
equipment should get completely out of line with the capacities of 
these industries. Such controls, difficult as their practical application 
may be, present no insurmountable problem in principle, mainly be- 
cause there wili always be complete agreement that they are temporary. 
The absence of conflicting opinion, or at least of doubt and suspicion, 
is not so certain with respect to the direct control of investment. 
Direct control of business spending is naturally the easiest and most 
comprehensive answer to excessive liquidity. The superabundance of 
cash capital could be eliminated with a stroke of the pen were its 
spending subject to permit. But here economic reasoning is circum- 
scribed in some degree by political preference or political prejudice. 
In our opinion, a system of government regulations involving the 
licensing of investment would go beyond the limits ultimately com- 
patible with the political freedom of a democratic society. A system of 
individual approvals and denials, not of general rules, it would neces- 
sarily involve decisions such as whether Goodrich or Goodyear should 
be allowed to build a new plant if only one could be built and two 
had been planned. 

Flexible tax rates have been suggested as another means of restric- 
tive control. Whatever the general advantages or shortcomings of this 
system of business regulation, it can hardly be put into effect after 
the war. The extreme sensitivity of business to tax policy in a period 
of heavy financial burdens and the political implications of prohibitive 
taxation make it much too crude a method of economic management 
for the period of post-war readjustment and reconstruction. The objec- 
tive of economic policy must be to limit temporarily the rate of 
investment but not to discourage business enterprise permanently. 
Monetary control is probably the method with the best chances of 
success in attaining these results within the boundaries of a profit 
economy. In contrast to direct regulation of investments, monetary 
control is general, not individual, because it undertakes to determine 
only the limits of the total supply and cost of capital, while the con- 
sequences for individual firms are up to the judgment or the means 
of the interested parties. It is elastic also because the finality of mone- 
tary restrictions often depends on the ability to pay a premium. 
As long as we believe that the price mechanism is able to express the 
scale of market preference, this is a distinct advantage. 

Monetary controls of the aggregate demand for goods and services 
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are exercised either by influencing the public’s actual and potentia] 
supply of money or by attempting to control investment by influencing 
the long-term rate of interest. Changing the supply of money is the 
more important and effective method. It is carried out by raising o 
lowering the cost, and, consequently, the volume of bank loans through 
changes in the discount rate, by influencing the volume of bank loans 
through changes in Reserve requirements, and by influencing directly 
the supply of money in the hands of the public through open marke | 
sales or purchases of government securities. It can easily be show: 
that the functioning of most of these tools has become much mor 
difficult under the financial conditions created by the war. 

To begin with open market sales of government bonds as a means 
of restricting liquidity, it must be borne in mind that the public and 
the banks will be saturated with Treasury securities. Under busines 


from | 
banks. 
of thei 
statute 
to the 
cannot 
tary P 
at pre 
operat 
Feder 
mined 
them 

course 


n 
conditions requiring measures of monetary restrictions, i.e., in a period oui 
of investment optimism and good earnings, investors will probably limit 
hesitate to add to their holdings of low-yield securities. Under such is slis 
circumstances, sales by Federal Reserve banks could be made only at point 
the price of depressing the market for government bonds, and the ‘ssues 
tightening effect of such operations on the supply of money would and : 
probably be not at all proportionate to the damage done to bond prices. to th 
Raising the discount rate has little effect under the American system. Cons 
In contrast to Great Britain, the central bank’s discount policy is not not ¢ 
a great psychological power in the economic life of this country. bond 
Furthermore, it has been the practice of commercial banks since the gove 
depression to avoid indebtedness to the Federal Reserve banks alto- a sit 
gether. Although this practice may change under the present program attra 
of liberalizing Reserve requirements slowly while bank investments inste 
and deposits are rising rapidly, it may still be doubted to what extent polic 
stepping up the discount rate could curtail bank lending to customers. are | 
In periods of business confidence, the cost of credit is a minor item mak 
for all except a few branches of industry. A stiffer Federal Reserve that 
rediscount rate may suggest cuts in the commercial banks’ holding: subs 
of Treasury bonds before it becomes an effective limitation of bank St 
loans to customers. Thus a higher rate for short-term loans could indi 
become another depressing factor on the price of government bonds. crea 

Changes in Reserve requirements are the most potent weapon 0 as it 
Federal Reserve bank policy. They are, in fact, the one reliable instrv- is te 
ment in any attempt to exercise monetary control energetically. But loar 
their effectiveness also is being lessened by the rapid growth in the aug 
national debt. Their purpose cannot be achieved as long as banks the 
can create central bank reserves through the sale of government bonds Owl 
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‘rom their nearly inexhaustible portfolios to the Federal Reserve 
banks. Unless bank investments in government securities are voided 
of their present character as “secondary reserves,” an advance in the 
statutory reserve rate would not really limit bank credit. This leads 
to the familiar textbook conclusion that the Federal Reserve banks 
cannot be buyers of government bonds in periods of restrictive mone- 
tary policy. The sole reason for its reiteration is the impression that 
at present there seems to be too much reliance on central bank co- 
éperation in both business thinking and government policy. The 
Federal Reserve banks may be obliged in the future to take a deter- 
mined stand, making it clear that commercial banks cannot rely on 
| them whenever they wish to sell Treasury securities—except, of 
course, in cases of distress. 

On the other hand, sales of government bonds by banks to the 
public can hardly be opposed on general grounds, since they serve to 
limit the supply of money. Despite the experience of 1937, the danger 
is slight that commercial banks could exercise such practice to the 
point of depressing for a prolonged period the market in Treasury 
issues. Their stake in government bonds has soared in recent years, 
and any reduction that could be achieved in theiz holdings by sales 
to the public would be small in relation to what they would have left. 
Consequently, any such lightening of bank portfolios would probably 
not compensate for the depressing effect of a drastic sales policy on 
bond prices and on the balance sheet value of the rest of the banks’ 
government bond holdings. Furthermore, it is impossible to visualize 
a situation when Treasury bonds at a given price are generally more 
attractive to non-bank investors than to banks. Selling at a sacrifice 
instead of carrying bonds through to maturity cannot be a sensible 
policy for institutions which, in the ordinary course of their business, 
are neither faced with illiquidity nor forced for pressing reasons to 
make other large investments. In short, there is little reason to expect 
that bond sales by commercial or by Federal Reserve banks would 
substantially contract the supply of money. 

Still, the large holdings of government securities by banks and 
individuals are not the biggest obstacle to restrictive monetary policy 
created by the war. Much more significant is what we described above 
as increasing Over-All Liquidity. Although the aim of monetary policy 
is to control the public’s supply of money, its field of action is bank 
loans and bank investments. Federal Reserve policy can reduce or 
augment bank deposits only by influencing bank assets. Money in 
the bank not counterbalanced by a claim of the bank against the 
owner of the account cannot be affected by steps taken by the central 
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bank.® In the past there has been little emphasis on this point for the 
very good reason that bank loans and investments other than jp 
Treasury securities were very large relatively to deposits. Since th 
depression, loans and investments have been declining and deposit 
increasing. On December 31, 1929, member bank loans and inves. 
ments, other than in Treasury securities, were 31 billion dollars 
adjusted demand deposits, 17 billions. On December 30, 1939, loans 
and investments were 17 billions, adjusted demand deposits, 2 
billions. The figures for June 30, 1942, were 20 billions and 37 billions 
We may project this trend into the future by simply applying the 


assumption made at the beginning of this article. If borrowing from } 


banks at the rate of 30 billion dollars continues for only two years 
and if private bank loans and investments are reduced at the annua 
rate of, say, 5 billions, then in 1944, 10 billions of bank credit to the 
private sector of the economy would face deposits of 80 to 90 billion 
dollars. 

The one purpose of these figures is to indicate the magnitude of the 
problem. Real estimates of the change in the amounts involved are 
impossible. Moreover, shifts in the ratio of bank advances to bank 
deposits are not a satisfactory quantitative measure of the degree oi 
control that can be exercised through the former on the latter. It is 
evident, however, that a drastic change in the relation makes the 
task of monetary policy infinitely more difficult, if not impossible 
Any pressure exercised in the future by Federal Reserve authorities 
on the volume of bank loans would fall heavily on a small segment of 
the economy alone. It would affect industries which because of the 
general nature of their business or of their financial structure depend 
chiefly on bank credit. It would impose financial hardship upon firms 
and industries requiring credit in order to expand after the war 
either because their operations were curtailed and their business 
damaged by the war, or because they were fully converted to wart 
production and will be in need of working funds for peacetime rehabili- 
tation. While restrictive monetary measures would be directed with 
concentrated severity to a small segment of industry, other concerns 
that happen to be independent of bank credit would keep the ful 
freedom of using their inflated cash funds. This discrimination, in 
addition to the other limitations of monetary policy under such circum- 
stances, may discourage the authorities from even trying it. 

This pessimistic conclusion is not surprising. One could not expect 
that a basic change in our monetary system could be successfully 


* Open market transactions, the sole exception, have been mentioned merely as a method 
with little promise under post-war conditions. 
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handled with the traditional means of monetary management. It may 
require in some instances a departure from established method. If 
reforms could make monetary controls effective, the change in technique 
they would entail would still be preferable to either a change in the 
fundamental principle of economic policy, such as the institution of 
direct regulation of investments, or to helplessness in the face of 
imminent inflation. 

Since the ultimate aim of reform is to reduce the stock of money 
that is outside the sphere of influence of monetary authority, the 
dependence of business on bank credit should again be strengthened. 
Drastic measures should be avoided for obvious reasons. The short-cut 
of a forced loan, for instance, might weaken confidence in Treasury 
bonds. This and similar measures would lead to evasion: some people 
would hide currency; a financial detective organization would be set 
up and with it would come all the regrettable psychological conse- 
quences of a law that requires an elaborate system of enforcement.’ 

The practical possibility suggested for technical and expert study is 
the institution of “reserve requirements” for corporate cash funds. 
The Federal Reserve Board should be given the power to order that 
a certain percentage of corporate cash funds cannot be used for business 
purposes. The proportion of reserves to be held should be determined 
by the Board from time to time. Holding of government bonds should 
be offered as an alternative to required cash reserves. 

It is not intended to analyze in these pages the various aspects of 
this suggestion. Its main advantage is that it probably means less 
actual change than any other system designed to attain the same ends. 
If reserve requirements for corporate cash are introduced at a time 
when most firms do not plan to reduce their liquid funds, i.e., before 
the start of a major expansion in trade activity, the law would not 


materially affect the conduct of business. At the outset the limitation 
on a corporation’s freedom of action would be purely theoretical; it 
would become practical only when in its absence spending assumed 


inflationary proportions. 
Naturally, any misinterpretation of reserve requirements for indus- 
trial concerns as a distant relative of confiscation should be carefully 


r point of policy can be discussed here. Reduction of business debt during the 

ld be encouraged. Although the liquidity of a firm does not change fundamentally 

when habilities are reduced by the same amount as cash, a retirement of debt, especially 
f ] term debt, makes a firm more dependent on the credit market and reduces its 
ul freedom of action. A good beginning in this direction was made in the Revenue 

1 1942, providing for immediate payment of the 10 per cent post-war refund of 
excess profit taxes if and when corporations used such sums for 40 per cent of current debt 
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avoided. Provision should be made for the release of reserve funds jp 
case of liquidation. Similarly, corporations should be free to use then 
for non-business investments in securities, real estate, etc., and t 
retire debt. Individuals and small businesses should not be included 
in the provision for reserve requirements. They would feel the impos 
tion of reserve laws as a stricter limitation on personal freedom. The 
opportunity for evasion, hardly existing in the case of big business 
would be greater and, finally, their importance in shaping the trend; 
of business activity is relatively small. 

The practical difficulties this system would meet are numerous. Like 
any other law setting general rules, it would affect its subjects with a 
varying degree of severity, and the variations in the intensity of its 
impact would not always be justified by the purpose. Most corporations 
that have accumulated little cash will be less affected than those with 
large liquid funds, although the size of actual cash holdings may be 
due to random causes. Cash requirements for the transaction of normal 
business may be high in some cases and low in others. Some degree of 
adjustment must therefore be created by instituting different propor- 
tions of required reserves for industries definitely showing a varying 
financial pattern. Since only “net cash,” i.e., the balance between bank 
deposits and bank loans, could be made subject to reserve requirements, 
a dividing line must be drawn between deductible short-term loans and 
non-deductible long-term debt. As long as these and other obstacles 
can be overcome by devising proper procedures, they cannot block a 
method helping to attain a major aim of economic policy. 

Reserve requirements for corporate cash funds would strengthen 
the position of commercial banks in more than one way. An individual 
bank would feel freer in its choice of investments for the portion of its 
total resources that would be frozen as corporate reserves. It could 
expect more liberal reserve requirements with respect to its own 
deposits, for under the present system restrictive measures operate by 
controlling bank credit alone. Consequently banks could be more active 
in satisfying credit needs of industry. Finally, the suggested reform 
would strengthen the market for government securities. The option 
given to corporations to hold required reserves in government bonds 
would widen the investment outlets for Treasury issues outside banks. 
To the extent to which banks could on balance sell government bonds 
to industrial corporations the total stock of money and Over-Al 
Liquidity would decline. 

The suggested system seems to be a possible answer of economic 
policy to the financial developments discussed above. Regulation of 


1943] 


the st 
tracti 


of the 


With 
its ra 
proce 
mone 
they 

unabl 
retail 


4 


of the! 


] MITNITZKY: SOME MONETARY ASPECTS OF GOVERNMENT BORROWING 37 


4+) 


1e supply of money is a recognized field of government control. Con- 
ction and expansion of active money has heretofore been a function 
the banking system; the banks, accordingly, were subject to control. 
With a tremendous increase in idle funds in the hands of business and 
its rapidly shrinking financial dependence on banks, the traditional 
procedure is becoming ineffective. Contraction and expansion of active 
money is thus at the discretion of industrial concerns. Individually, 
they may act wisely in matters of business, but collectively they are 
unable to exercise judgment in matters of money. Government must 


retain a field of control it is about to lose. 
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THE CAPITAL BUDGET AND THE WAR EFFORT 


By Morris A. CopELAND* 


The term “capital budget” stands in contrast to “annual budget. 
The one suggests long-range fiscal planning and the other short-rang 
fiscal planning. 

Our present federal budget system emphasizes the short-range typ 


of planning. Although the system is not much more than twenty years ae 
old, capital budgeting has been under discussion for some time. Shor- the pe 
range fiscal planning is a logical first step to longer-range planning long-t. 
There is a sense, however, in which short-range and long-range plan- which 
ning are opposed. Professor F. R. Fairchild, writing in The American fiscal 
Economic Review for June 1941, says, “Budgetary theory implies that appro 
the entire financial program, including all expenditures and all revenues, conne 
shall be embraced in the annual budget.’* Those who, like Professor applie 
Fairchild, emphasize the annual aspect of budgeting or fiscal planning vear” 
are apt to feel antipathy to certain aspects of long-range planning Th 
The reason is not far to seek. If it be held that the basic fiscal period fiscal 
for which we should seek a balance of the budget is not a year but, tract 
say, five years, or the period of the business cycle (if that can be sufi- vear | 
ciently precisely determined), then, it will be held presumably that, are i 
if we go into debt during a part of this longer fiscal period and get out authe 
later, the budget is not out of balance during the period. From this authc 
longer-term point of view, borrowing to meet current expenses during prop 
any one year is to be regarded as “budget borrowing.” But from the paym 
annual point of view such borrowing clearly involves budgetary un- The | 
balance. oblig 
The emphasis which Professor Fairchild places upon the annual is no 
aspects of fiscal planning leads him to object to so-called permanent A su 
appropriations as hampering the development of a “single unified liqui 
plan” of federal finance for each year. In spite of his implication that billic 
there are many important instances of obnoxious permanent appro- in tl 
priations, the principal instance of this type of appropriation having the Of t 
features to which he objects is an appropriation representing a certail had 
* Formerly associated with the Central Statistical Board (which in 1939 became the leavi 
Division of Statistical Standards, Bureau of the Budget), the author is now Chief of the Ce 
Munitions Branch, Statistics Division, War Production Board. The views expressed by Mr. izati 
Copeland are his personal opinions and do not necessarily reflect those of the War Pro- 
duction Board or the Bureau of the Budget. wip 
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percentage of customs revenue and amounting to about 140 million 
dollars this year; this appropriation is for the handling of agricultural 
surpluses. Two much larger items are the permanent appropriations 
for retirement of the public debt and for interest thereon. There are 
also permanent appropriations to the social security reserve trust 
accounts. Appropriations for these three purposes—debt retirement, 
interest, and additions to social security reserves—total about 6 bil- 
lion dollars in the fiscal year 1943. Continuing appropriations for all 
three purposes are appropriate elements in any long-range fiscal plan. 

If all appropriations be put on a fiscal year basis in order that the 
“entire financial program” may be “embraced in the annual budget,” 
the permanent appropriation device is not the only device useful in 
long-range budgeting which is likely to be questioned. Appropriations 
which may be obligated over a period substantially longer than the 
fiscal year are clearly needed for long-range fiscal planning. Such 
appropriations or their equivalent have been an urgent necessity in 
connection with our war effort. The First Defense Aid appropriation 
applied to a biennium. There has also been extensive use made of “no 
year” appropriations. 

There has also been very extensive recourse, particularly during 
; fiscal years 1941 and 1942, to an anomalous financial device, the con- 
tract authorization. This device keeps appropriations within the fiscai 
year in a pro forma sense, but permits long term commitments. There 
are indeed two varieties of contract authorization—the dollar sum 
authorization and the authorization in kind. The dollar sum contract 
authorization may be contrasted with a cash appropriation. An ap- 
propriation carries authority to incur an obligation to make a money 
payment, and authority to discharge that obligation when it comes due. 
The dollar sum contract authorization is an authorization to incur an 
obligation by entering into contracts up to a fixed dollar sum limit. It 
is not an authorization to discharge that obligation when it comes due. 
A subsequent appropriation is necessary if such an obligation is to be 
liquidated. Contract authorizaticas for defense and war totaled 6.2 
billion dollars in fiscal 1941, 4.9 billions in fiscal 1942, and 1.6 billions 
» in the first half of fiscal 1943. These were of the dollar sum variety. 
q Of this 12.7 billions total of gross contract authorizations, 8.3 billions 
@ had been liquidated by cash appropriations up to January 1, 1943, 
leaving 4.4 billions outstanding. 
_ Contract authorizations in kind so far employed are implied author- 
izations to incur obligations through entering into contracts for the 
construction of naval vessels, the limit in this case being stated in terms 
ol the tonnage of the vessels. The amount of such authorizations in 
ars increases or decreases with the vessel-cost per ton. The esti- 
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mated value of such authorizations outstanding on January 1, 1943 wee 
was 20.1 billion dollars. Combined authorizations of the two type, pries 
dollar sum contract authorizations and tonnage contract authorizations . On 
outstanding on January 1, 1943, totaled 24.5 billion dollars. oe 
The three types of authority to obligate funds (cash appropriations nt 
dollar sum contract authorizations, and contract authorizations in kind) ce 
were added together (and cash appropriations to liquidate obligation . ; 
incurred under prior-year contract authorizations deducted to give th a a 
clean total) at only one point in the 1942 budget.’ It is there stated that tion + 
the defense program counting from June, 1940, as envisioned tw ans 
years ago (January 3, 1941), involved a total of 28.5 billion dd. that | 
lars. This pioneering attempt to total at the estimate stage the vari. The 
ous authorities to incur obligations was an important step forward: Pane 
but the anomaly which creates the problem of providing such a total atom 
strong evidence of the difficulties of moving from annual fiscal planning aga i 
to long-range fiscal planning. By January 1, 1943, total appropriations Fy 
and contract authorizations enacted for war activities (less appropria- me 
tions to liquidate obligations under prior-year contract authorizations) py 
had increased to over 222 billion dollars.* 194¢ 
One further aspect of the relationship between annual fiscal planning 1942 
and long-range fiscal planning may be noted. The attempt to maintain expe 
practices appropriate to annual fiscal planning imposes various inflexi- W 
bilities which lead to various forms of evasion. One form of evasion pan 
which readily suggests itself is operation through special funds. In our hace 
federal financial system, special funds have been segregated from the effor 
General Fund for a variety of purposes. Among these are provisions Nor 
for district and territorial governments, not to mention the Indian calle 
Tribes; provisions for social security, war risk insurance and other ate 
reserves; provisions for various currency operations; and the carrying heal 
on of a variety of credit and industrial enterprises. Among credit enter- “wi 
prises, the Reconstruction Finance Corporation and its subsidiaries ve 
have played an especially important réle in connection with the wat me 
program in introducing greater flexibility into our financial structure. mee 
Whatever may be said against the school of thought which emph: A 


sizes an annual basis for fiscal planning, there is one strong point in 
its favor: it has grasped the simple truth that, if we are to achieve deb 
budgetary balance over a period of years, we need to assume It 


ing 

sponsibility for budgetary balance in each separate year. If one ca! g00 
always put off the task of achieving budgetary balance until some ma 
? The Budget of the United States Government for the Fiscal Year Ending June 30, 194, st 
Pp. vi. 1g 
* This represents the total for the General Fund. In addition there are more than 15 billion she 


dollars from the RFC and its subsidiaries. 
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indefinite future date, budgetary balance is extremely unlikely ever to 
be achieved. When a rule can be relaxed under many special circum- 
stances, special circumstances are likely to become the rule. 

On the other side of the picture it may be said that it is widely held 
today that there are two major functions of the federal government 
which are incompatible with fiscal planning on an exclusively annual 
basis. (1) The encouragement of the smooth functioning of our 
economy and the relief of persons unemployed when that economy 
does not function smoothly have come to be recognized as major func- 
tions of our federal government. To any one who accepts the relief 
and moderation of business depressions as a federal function, it is clear 
that budget balancing on an annual basis is entirely impracticable. (2) 
The provision of national defense is a universally recognized federal 
function. Although most economists today urge greatly increased taxa- 
tion, there are few who believe that a complete pay-as-you-go policy 
is compatible with a maximum war effort. 

From approximately a billion dollars as of July 1, 1916, our federal 
net debt grew to 25.7 billion dollars at the end of August, 1919. By the 
end of 1930, it had declined to 15.8 billions. From then until June 30, 
1940, it increased year by year to 41.1 billions. As of December 31, 
1942, our net debt was 97.6 billions. By the end of fiscal year 1943 it is 
expected to top 210 billion dollars. 

Without attempting any definite forecast as to the ultimate course of 
our federal debt, it is entirely safe to say that the war has greatly 
increased the importance of careful long-term fiscal planning. Our war 
effort itself will involve a further great increase in our federal net debt. 
Nor is this all. When the war is over, we shall almost certainly be 
called upon for further expenditures both as a means of offsetting the 
business decline which the cessation of war production is certain to 
inaugurate and to aid in reconstruction abroad. In addition, we may 
have occasion to provide capital for international enterprises, both in 
the field of trade in basic commodities and in the financial field. If we 
are to meet these calls promptly and adequately when they come, there 
is need for advance fiscal planning. 

At least during the first half of the current decade our federal debt 
will continue to mount. We need not, however, assume that our federal 
debt must continue to mount indefinitely. There is ground for predict- 
ing that the post-war readjustment will be followed by a period of 
good times. To those who hold the secular stagnation theory, two 
major factors may be pointed out. On the one hand, the tendency to 
oversavings will be substantially weakened by heavier taxes in the 
higher income brackets. On the other hand, wartime capital depletion 
should, for a number of years, provide a strong demand for capital 
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goods. If we are fortunate enough to enjoy a period of post-war gooj 
times, free of obligation to pay an external indemnity; and if we are ty 
take prompt and adequate advantage of such a period to retire , 
substantial portion of our federal debt, we shall need to be ready with 
a long-range fiscal plan. 

Our inquiry thus far has revealed various conditions to which sucha 
long-range plan should conform. It will be well to recapitulate thes 
conditions at this point: 

1. It should be possible to make long-term commitments. 

2. Without deviating from the fiscal plan it should be possible during 
any short period, such as a year, either for expenditures to exceed 
revenues or for revenues to exceed expenditures. 

3. A satisfactory fiscal plan must provide for a very great increase in 
cash expenditures during a war emergency or during a business reces- 
sion, an increase not limited by any necessary relation to increased 
revenues during the same period. Particularly during a business reces- 
sion it should be possible to expand expenditures more, and more 
quickly, than they can readily be expanded under present arrange- 
ments. The plan should also provide for the prompt contraction oj 
expenditures as soon as the need for large expenditure has ceased. 

4. On the other hand, the plan should be so constructed that for each 
separate year it is perfectly clear whether or not the plan has been fully 
adhered to. 

5. A satisfactory fiscal plan should provide for a prompt increase in 
taxes levied during periods of business expansion; i.e., taxes should be 
allocated as between peacetime years on the basis of the year-to-year 
variations in our ability to pay them. 

It would seem that developments thus far in the direction of long- 
range fiscal planning have involved modifications in our federal annual 
budgetary procedure which are in the nature of relaxations. We have 
made marked progress in the techniques of long-range planning o! 
public works. And since June 1940, we have developed something that 
begins to resemble a production budget system for a very large part of 
our economy, a system that looks more than a year into the future. 
Nonetheless, the restraints appropriate to fiscal planning merely on an 
annual basis have been seriously weakened. No restraints appropriate 
to longer-range fiscal planning have been put in their place. We have 
cast aside the fiscal guide line of an annual balance between revenue 
and cash expenditure. Clearly, to recognize defense and the promotion 
of economic stability as federal functions is to reject such a standard 
for fiscal policy. But we have not developed a substitute. We have 

today no objective standard of fiscal policy by which to judge the 
relationship between revenue and expenditure. 
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Seen in this light, the relaxation of restraints which has been asso- 
ciated with the capital budget idea in the sense of a dual budget repre- 
sents a transition stage. If we omit the word “annual,” surely Professor 
Fairchild is right in insisting that budgetary theory implies a compre- 
hensive, unified financial program.* 

It was suggested above that long-range planning might mean balanc- 
| ing the budget at regular intervals of more than a year in length. 
Unfortunately the contingencies for which we need to plan occur at 
intervals longer than a year, intervals which are definitely irregular. The 
restraints that are needed should apply annually. 

The term “capital budget” as applied to federal finance is suggestive 
not only of a long-range planning but also of the application of business 
methods to government. We may fairly ask, Can we by examining 
business methods find suggestions for restraints which meet these re- 
quirements and which are appropriate to long-range fiscal planning? 
Can we discover procedures which will satisfy our five conditions? It 
will be argued below that we can, provided proper adaptations are made. 
Indeed, in various ways, business methods have already been experi- 
mented with in government. Among these experiments may be cited 
the arrangement under which the Defense Plant Corporation advances 
funds for new facilities, and is subsequently reimbursed from the Treas- 
ury General Fund over a five-year period. Provision is thus made for 
writing off a capital expenditure over a five-year period. 

Glossing over irrelevant details, we may summarize the financial and 
accounting devices employed by business which seem especially perti- 
nent in the present connection as follows: 

|. All cash expenditures are classified under one or the other of two 
heads, current and capital. The particular rules which bring about this 
classification are not of direct present concern. What is significant is 
that, in spite of marginal items, a sharp line is drawn. 

2. Only a capital expenditure can be assigned against accounting 
periods other than the period in which it is incurred; and the assign- 
ment of any such expenditure must follow a rule adopted either in 
advance of the time when the expenditure is incurred or at the time 
when it is incurred. Again, for our present purpose, it is less important 


r Hansen, in his book entitled, Fiscal Policy and Business Cycles (New York: 

N rton, 1941), p. 201, holds that, “Double budget accounting requires that the operating 

udget must carry year-to-year losses or write-offs sustained by governmental corporations 

r subsidiaries, together with depreciation and interest charges for nonremunerative capital 

jects.” It will be argued below that the inclusion of write-offs, depreciation, and all 

tems has the effect of unifying the financial program. It would seem better to 

the term “double budget” only where such a unifying arrangement is either absent 
ncomplete. 

In any case it should be noted that a proper interpretation of the word “unify” does not 

require that the General Fund shall be the only fund. 
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to know what rule is adopted for distributing a capital expendity, 
among various accounting periods than to know that some rule mug 
be adopted at or before the time when the expenditure is incurred, 

3. An objective standard of financial policy is provided. If we may 


recor 
act OF 
avoid 


oversimplify a bit, we may say that, to accord with this standard, the a 
revenues in any accounting period should equal or exceed the sum of defini 
two items: (a) the current cash expenditures of that accounting period this ¢ 
and (b) the portions of the capital expenditures of all periods whic proof 
have been assigned to that accounting period. ‘tem | 
Can these three business practices be advantageously applied to ou more 
federal financial system? As steps toward an affirmative answer to this such : 
question it will be well to consider a possible objection and a possible effort 


misconception. The objection is that government expenditures are dif- 
ferent from business expenditures and so do not lend themselves to the 
same sort of treatment. The misconception is that an improper dek- 
gation of legislative function to the executive may be involved. 

First let us consider the objection: Are government expenditures 
badly adapted to the sort of treatment involved? Can they well be 
classified, before they are incurred, as either capital or current? Can; 
plan for apportioning a capital expenditure among accounting periods 
be advantageously adopted at or before the time the expenditure is 
incurred? The difficulty commonly alleged is that in the case of private 
business (but not in government) a capital expenditure is typically 
for the acquisition of a wasting asset, and that the expected wasting 
and retirement of the asset suggest the plan for allocating the expendi- 
ture among accounting periods. But so far as concerns the identifica- 
tion before they are incurred, of those expenditures which are to be 
allocated among accounting periods and so far as concerns the advance 
planning of their allocation, government and business would appear to 
be in the same general situation. There is no reason to suppose that 
identification of capital items and advance planning of the method of 
apportioning them by years are either more difficult or less desirable 


simply because one particular pattern for the planning is less often woul 
available. mitm 

Second, let us look at the misconception: Does the application of the are f 
three business practices we have singled out involve an improper budg 
delegation of legislative function to the executive? All that it is intended for a 
to propose here is a change in the language of appropriation acts and freq 


in the methods of keeping records. It is suggested that those appr 2. 
priations which are for capital expenditures be identified as such, ant 

that, except where such expenditures are for investment in self-liquidat- aan 
ing assets, they be regarded as deferred charges to be written off in utility 
subsequent years and the plan of allocation of the accounting charges the ty 
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recording such deferred expenditures be specified in the appropriation 
act or at any rate determined at the time of appropriation. In order to 
avoid any implication that these items which are to be written off are 
necessarily related to tangible assets, it may be well to call them 
“deferred charges.” It would probably be wise to have a statutory 
definition of such deferred items, the executive being directed to follow 
this definition in presenting estimates and to assume the burden of 
proof in classifying any estimate as a deferred item. Presumably an 
item to be classed as deferred (1) should not be recurrent annually or 
more frequently and (2) should be large, or part of a large program, 
such as a works and relief program during a depression or the defense 
effort begun in 1940. Indeed the statutory definition of deferred ex- 
penditure items might confine such items to these two types of pro- 
gam: (1) a public works and relief program during a business reces- 
sion or depression, and (2) such part of a war, defense, or reconstruc- 
tion effort as it is not feasible to finance through current taxes.° 

As a result of these two simple changes in appropriation procedure— 
the identification of items as either current or capital and the fixing of 
the write-off plan for deferred items before appropriation—we would 
have an objective standard by which to judge the relationship between 
revenues and expenditures. We would know in a real sense, instead of 
in the present unreal and nominal sense, whether our budget was in 
balance. There would be a moral force in favor of maintaining a bal- 
ance, but only a moral force. That moral force would be far better 
directed than the badly crippled moral force that operates today for 
a nominal but unreal balance. 

Let us turn now to the question: If the three business practices 
singled out above are applied to federal finance, will we have made 
material progress toward meeting the five conditions for long-range 
fiscal planning outlined above? 

1. If these three business practices are applied, will commitments 
for a period longer than a year be permitted? Clearly, these practices 
would not in themselves remove present restrictions on long-term com- 
mitments. However, if restraints appropriate to longer-range planning 
are provided, the need for retaining restrictions appropriate to annual 
budgeting would be largely removed. We might expect appropriations 
for a two-year period—or possibly a longer period—to become more 
frequent, and devices such as the contract authorization to be dropped. 

2. If these practices are applied, will it be possible for total cash 


[t would not greatly complicate the definition to give expenditures for tangible durable 
s00ds a place in it. There are advantages in so doing, especially in the case of public 
ulility type investments. However, it is far more urgent to treat as capital expenditures 


the two main types of program listed above. 
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expenditures during any short period either to exceed or to be les initia 
than revenues? Since revenues will be compared with the sum of (a) cum 
cash expenditures on current account and (b) portions of the deferre debt. 
expenditure items incurred during a number of years, it is clear tha ate f 
the answer to this question is Yes. H 

3. If these three business practices are applied to federal finance pow 
will there be substantially greater flexibility in expanding or contract. borr 
ing the volume of outlays classified as deferred than there is under in b 


present arrangements? So far as a national defense or war emergency This 
goes, the present moral restraints on a great and rapid expansion of with 
expenditures are but weakly operative. In dealing with a depression Som 
emergency these restraints have undoubtedly substantially helped to here 


retard expansion of federal works and relief expenditures. The substi- othe 
tution of a new fiscal standard for the unworkable present one of an A 
annual balance of cash expenditures and revenues would help materially toda 
to remove the moral pressure which prevails under present procedures, in fi 
against a quick large expansion of public works and relief expendi- con: 
tures. On the other hand, if a definite day of reckoning must be agreed cont 
upon when deferred expenditures are authorized, and if that day is not mor 
too far off, the pressure for contraction of deferred expenditures, when SUI] 
the emergency is passed, would be greater than it is under the present sive 
arrangement which permits us thoughtlessly to relegate the day of offe 


reckoning to the indefinite future. tow 

4. If the three business practices are applied to government, will it mo] 
be clear in each separate year whether federal finance has conformed but 
to the new fiscal standard? Here, again, the answer clearly is Yes. \ 


“Balancing of the federal budget” will have a new and truer meaning; allo 


and it will be perfectly clear whether the budget is in balance, i, low 
whether revenues in any year equal cash expenditures on current ac- cat 
count during that year plus those deferred expenditures of various yeas res! 
which are charged against that year. por 

Before taking up the fifth question, we may digress a momett. sell 
Whether, in fact, such a plan as we are considering will operate cas 


satisfactorily will depend to some extent upon the wisdom of the rules ma 
for distributing deferred expenditures among different fiscal years. 

There are two basic approaches to the problem of distributing capital 
expenditures: (1) such an expenditure may be distributed by accumu 
lating in advance of the time when the expenditure is to be incurred 4 
reserve out of which to meet it; or (2) a deferred expenditure may be 
distributed in retrospect. 

Properly speaking, the first of these methods is not open to us at 
present in the case of federal finance. If we were to attempt to adop! 
the three business principles set forth above, it would be necessary as 40 
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initial step to adopt a plan for distributing over future years an ac- 
cumulation of deferred expenditures roughly equal to our total federal 
debt. Moreover, we must make additional expenditures in the immedi- 
ate future which will have to be charged against the years to come. 

However, we may find it advantageous to mop up present purchasing 
power—close the inflationary gap—with a combination of taxes and 
borrowing that will absorb private funds that might otherwise be spent 
in bidding up the prices of a limited supply of goods and services. 
This federal financing may take a form that will provide private parties 
with funds during the post-defense period, i.e., provides a reserve. 
Some such expedient is clearly desirable. However, it is not what is 
here meant by an accumulation of reserves for post-war works and 
other expenditures which assigns the burden to earlier years. 

A different situation exists in the case of state and local governments 
today. State revenues have been rising, and were higher in 1942 than 
in fiscal 1941; at the same time state expenditures, particularly for 
construction, have been curtailed by materials shortages and federal 
controls. A similar situation seems to prevail in most cities. Further- 
more, it is likely that state and local governments will continue to have 
surpluses during the emergency. It is gratifying to note that progres- 
sive states and cities are aware of the possibilities which such surpluses 
offer for aiding the war effort by capital budgeting devices looking 
toward the accumulation of reserves. Such devices serve not only to 
mop up current purchasing power which is potentially inflationary 
but also to provide a stimulus to business in the post-defense period. 

We may turn now to some of the points to be considered in the 
allocation of a deferred expenditure item over a period of years fol- 
lowing the expenditure. First, we may note that the procedure of allo- 
cation need apply only in cases where the capital expenditure does not 
result in the acquisition of a self-liquidating asset, or only to that 
portion of the capital expenditure in excess of a proper value for any 
self-liquidating assets acquired through the expenditure. Thus, total 
cash expenditures, apart from any advanced accumulation of reserves, 
may be thought of as consisting of three parts, (1) current expendi- 
tures, (2) the cost of self-liquidating assets, and (3) deferred charges 
or capital expenditures to be written off over a following period of 
years. 

Our present concern is with the third category. It is not difficult to 
set broad limits to the length of the period over which any deferred 
expenditure item should be distributed. If the period is too short, say 
two or three years for a large program, little flexibility is provided, for 
we have deviated only slightly from an annual budget system. On the 
other hand, if the period is too long, fiscal flexibility is inadequately 
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counterbalanced by restraints; the day of reckoning lies so far away 
that it might as well be in the indefinite future. 

As guides to fixing the write-off period for any capital expenditure 
within these limits, two principles may be offered: (1) The smaller the 
total of new deferred expenditure items, the shorter the write-off period 
should be. (2) The greater the likelihood that a deferred expenditure 
item will be repeated, the shorter the write-off period should be. These 
principles do not uniquely fix the write-off period. They are intended 
rather to indicate the nature of the fiscal planning problem involved, 
The first might be rephrased, “Make the write-off period as short as 
ability-to-pay will reasonably permit.” The second principle clearly 
opposes an indefinite pyramiding of deferred outlay items. 

Because of their magnitude, the costs in which World War II has 
involved us may quite conceivably have to be spread over a forty-year 
period. Deferred expenditure items incurred in connection with a de- 
pression relief and works program should probably be written off more 
rapidly. Tentatively, we might suggest that the periods for writing 
off such deferred expenditures should fall within a range of something 
like 5 to 10 years.° 

Let us turn now to the pattern of write-off year-by-year and to 
question number 5: If the three business practices previously referred 
to are applied to government, will relatively heavier tax burdens be 
likely to fall on years of business expansion and relatively lighter tax 
burdens to fall on years of business recession? Whether the ability-to- 
pay principle will apply in this sense with the three business procedures 
in operation depends largely on the pattern of write-off year-by-year. 
It is not difficult to devise a formula which would provide for writing 
off deferred charges more rapidly in good years. Thus, for example, 
the amount to be written off might be made to vary with the Federal 
Reserve Board Index of Industrial Production. Such a distribution 
of deferred charges as this suggests should offer a definite psycho- 
logical pressure for tax increases in years of good business. By the 
same token, the psychological pressure would be relaxed in years o! 
recession. 

Some will doubtless urge against the type of long-range fiscal plan 
here outlined that the advantages claimed for it are largely theoretical 
because the Congress could not be expected to stick to such a plan, if 
it were adopted. It is important to realize that sticking to the plan 


*If the cost of a durable good is to be treated as a deferred charge it would probably be 
wise to adopt some short-cut accounting device for such items as typewriters. These 
relatively short-lived capital goods might be handled on an inventory basis, i.¢., as seli- 
liquidating. Purchases of such goods would then be charged in part to (1) cost of goods 
used and in part to (2) addition to inventory. 
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would mean only not juggling the accounts by changing the pattern of 
allocation of a deferred charge after the pattern has been set. No 
Congress can legally restrain successor Congresses from indulging in 
such a juggling of accounts. But it should be possible in adopting a 
fiscal plan of the type proposed to bring both a strong moral pressure 
and a strong force of inertia to the support of adherence to allocation 
patterns once they are fixed. 

The argument that the type of fiscal plan above outlined will not be 
followed is not so much an argument against this type of long-range 
plan as an argument against any long-range planning. Because sticking 
to the plan means merely not juggling the accounts the argument is less 
applicable here than it might be to many other types of long-range 
plans. Moreover, if the plan got off to a good start for a few years, 
adherence to it might soon become traditional. Further, as contrasted 
with our present unsatisfactory procedures, the type of long-range 
fiscal planning here outlined has two great advantages. It provides 
increased flexibility where increased flexibility is needed; and it offers 
more restraint at points at which restraint will be called for increasingly 
in the years to come because of the magnitude of our war effort. Both 
flexibility and restraint are promised through the replacement of our 
present nominal and misleading standard of budgetary balance by a 
truer. standard. 


| 


used 

to sa\ 

armed 

THE SPENDINGS TAX AS A WARTIME FISCAL of the 
MEASURE consw 

ready 
used | 
In 


By MILTon FRIEDMAN* 


The monetary veil that obscures and at times conceals the physical source 
realities of the economic system is particularly dense in time of war, used » 
The physical realities themselves are clear: the full and intensive use about 
of available resources, a large total output, the diversion of a sub- goals 


stantial part of the total output to the needs of the armed forces, a of res 
low level of output of civilian goods. These physical realities, however, their 


express themselves in seemingly inconsistent monetary phenomena: a On 
prosperity level of money income is accompanied by a depression level with | 
of consumer goods. All resources employed receive income; but only flatior 
part are engaged in producing goods that those incomes can buy. they \ 

The physical realities insure that the prosperity level of income nothit 
will be reconciled with the depression level of civilian supplies. The sume! 
major economic problem is how to reconcile them. The problem is to of inc 
choose among the many possible alternatives the one that will best save 
adapt the monetary mechanism to the physical realities. There are creas 
four major objectives that govern this choice: (1) the maximization fracti 
of total output, (2) the maximization of the part of total output used tion 
for war purposes, (3) the equitable distribution of the short supply Inf 


of consumer goods, and (4) the easing of the post-war adjustment.’ evide 

In peacetime as in wartime not all resources receiving income are 
engaged in the production of commodities and services for immediate 
consumption. Some are ordinarily engaged in producing additions to 
the nation’s capital equipment. And in peacetime as in wartime not 
all income received is spent for consumer goods or is paid in taxes. 
Some is ordinarily saved—put aside to meet future needs or to pro- 
vide for a higher future income. 

In peacetime, however, there is no compulsion about the fraction 
of the nation’s resources used to produce goods not available for cur- 
rent consumption. In principle, at least, the fraction of resources 50 
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* The author, now on leave of absence from the National Bureau of Economic Research, by fi 
where he is a member of the research staff, is with the Division of Tax Research, Treasury can | 


Department. The opinions expressed are the author’s personal views and do not necess2”' 
reflect those of the Treasury Department. *No 


* These objectives are not, of course, independent, and may be mutually inconsistent. Keyne 
For example, devoting the largest possible part of total output to war purposes may not made | 
be censistent with achieving the maximum total output. _» *Th 
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used can be adjusted to the fraction of income that individuals wish 
to save. In wartime, there is such a compulsion. The needs of the 
armed forces call for the utilization of the largest possible fraction 
of the nation’s resources to produce goods not available for current 
consumption. In this country, we are fast reaching, if we have not al- 
ready passed, the point at which more than half of all resources are 
used in this way. 

In wartime, therefore, the adjustment between the fraction of re- 

sources used to produce consumer goods and the fraction of income 
used to purchase consumer goods is one-sided. It must be brought 
about by an adjustment in the disposition of income, if war production 
coals are to be attained. This adjustment is not easy. The fraction 
of resources devoted to war production far exceeds the fraction of 
their income that individuals are willing to refrain from spending. 
One way in which the prosperity level of income can be reconciled 
with the depression level of consumer goods is, of course, through in- 
flation. If individuals are allowed to spend their high incomes freely, 
they will bid up prices. This revaluation of goods alone accomplishes 
nothing, since it increases income as well as the money value of con- 
sumer goods. But it is invariably accompanied by a shift in the flow 
of income into the hands of individuals who will, temporarily at least, 
save a relatively large part, and it may be accompanied by an in- 
crease in the part of income absorbed by taxes. In this way, the 
fraction of output available for purchase is reconciled with the frac- 
tion of income spent.® 
Inflation, the only solution about which there is extensive empirical 
lence, is almost universally regarded as unsatisfactory. The evi- 
dence suggests that while inflation may be consistent with a high level 
of output it is likely to be inconsistent with the effective utilization 
of that output for war purposes, the equitable distribution of the part 
going to civilians, and post-war stability. 
\side from inflation there are, by definition, only two ways to recon- 
cile the high level of income with the low level of supplies. The amount 
of income available for individuals to spend or save as they wish 
can be reduced, or individuals can be induced or compelled to refrain 
from spending a substantial part of their income. Various devices 
can achieve these results: income can be withdrawn by taxes or other 
fiscal measures; savings can be encouraged and spending discouraged 
by fiscal measures, or by appeals for increased savings; and spending 
can be prevented by rationing and other direct controls. 


‘No judgment is intended on the crucial issue separating the “Keynesians” and “anti- 


ins” as to whether there is an automatic tendency for such an adjustment to be 
t a level of full employment. 


s not, of course, intended to be a complete description of the inflationary process. 
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There is no hard and fast line between fiscal and direct controls 
Specific rationing of particular commodities is perhaps the extreny 
form of direct control. It may, however, not be feasible for a grow 
of heterogeneous commodities, and value or point rationing may ly 
used instead. As the group of commodities rationed expands, the diff. 
culties of administering a series of separate value or point rationing 
schemes may be surmounted by using expenditure rationing—t 
fixing of the maximum amount that individuals may spend on al 
goods. This in turn is little removed from fiscal devices that do not 
limit the amount an individual may spend, but remove his income an{ 
so limit the amount he will spend. 

Similarly, fiscal devices may approach the area of direct control 
Instead of having their income withdrawn by taxes never to be re. 
turned, individuals can be required to lend specified amounts to the 
government for the duration of the war. Compulsory lending may, 
however, be rendered ineffective if individuals meet the lending re. 
quirement simply by drawing on previously accumulated savings or by 
converting their savings from one form to another. Such transfers 
can be prevented by requiring individuals not merely to lend specified 
amounts to the government but to save specified amounts out of their 
income, whether in the form of loans to the government or in other 
forms. But compulsory saving alone is, in principle, impossible to 
enforce since income and expenditures are never definitely know 
until after the end of a period. Consequently, an individual could not 
know whether he had complied with the compulsory saving require 
ment until after the period to which the requirement applied. One way 
of enforcing compulsory saving would be to specify in advance, not 
how much the individual must save, but how much he may spend. 
Compulsory saving would thereby become expenditure rationing, 
device reached above by starting with specific rationing. 

The spendings tax, which is a tax on the amount that individuals 
spend for consumer goods, is peculiarly on the borderline between 
fiscal and direct controls.‘ Attacking the problem of rationing scarce 

“Most proposals for a spendings tax provide for exemptions that vary with marital and 
dependency status, like the exemptions under the present individual net income tat 
Spending in excess of the exemption would be taxed at progressive rates, the first X 
dollars in excess of the exemption at one rate, the next Y dollars at a higher rate, and 
so on. The tax would be collected from the consumer, not from the seller. The determins- 
tion of the amount of spending subject to tax would not require detailed records of per- 
sonal expenditures. It would be determined indirectly by deducting savings from (or adding 
withdrawals from previously accumulated savings to) the individual’s income. In addition 
to the information now available on income tax returns, this would require information 
solely on increases or decreases in capital assets and liabilities. (Some of this information * 
already available in connection with the computation of capital gains and losses for 


income tax purposes.) The final liability under the spendings tax, as under the income tat, 
cannot be accurately determined until after the end of the year to which the tax applies. 
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consumer goods, W. Allen Wallis, in an article in the September, 1942, 
‘ssue of this journal, arrived at the spendings tax as the answer.° 
Requiring individuals to consume scarce goods in specified amounts 
and proportions is wasteful, since individual tastes and needs differ. 
This waste can be eliminated by fixing not the amounts of specific 
commodities, but the aggregate amount of commodities and services 
that an individual may purchase, leaving him free to choose the pro- 
portions in which he will purchase specific items. Extended to the 
whole range of commodities and services, this involves rationing gen- 
eral purchasing power. But designating the precise number of dollars 
that each individual may spend involves either creating a new cur- 
rency and providing a new machinery for distributing it or penalizing 
by fines, jail sentences, or other penalties people who spend too much. 

The simplest device is to specify the penalties in advance. The 
individual who spends more than his ration allowance can be made to 
pay for having done so and this extra payment can be made progres- 
sively larger, the larger the excess of his spending over the ration 
allowance. The ration allowance can be adjusted to size of family and 
other factors. and the schedule of extra payments can be adjusted to 
achieve whatever equalization of spending is desired. This is a spend- 
ings tax, arrived at in an attempt to devise a flexible and fairly simple 


control over the allocation of scarce commodities and services. 

The efficient allocation of scarce supplies, the problem with which 
Wallis was concerned, is important not only to assure equity but also 
to maximize war output. It is obvious that resources used to ad- 
minister the distribution of scarce supplies to consumers are not 


available to produce military goods. It is less obvious, but no less im- 
portant, that the more adequately the distribution of scarce goods is 
adjusted to individual tastes and needs, the smaller is the total amount 
of consumer goods that will be needed, and the larger is the fraction 
of total employed resources that can be devoted to the war effort.° 
Wallis’s demonstration that the spendings tax is an efficient instru- 
ment for adapting the distribution of scarce goods to individual tastes 
and needs is therefore a strong argument in its favor. 

In what follows, we shall consider the efficiency of the spendings 
tax in allocating scarce supplies as demonstrated, and shall be con- 


However, provisional amounts could be collected currently during the year with a final 
ad ustment at the end of the year. (See footnote 13 below.) In addition to savings, particular 
‘yPes of expenditures could, if desired, be exempted from the tax. See the accompanying article 
by Kenyon E. Poole for an extensive discussion of the structure of a spendings tax. 


i How to Ration Consumer Goods and Control Their Prices,” Am. Econ. Rev., Vol. 
XXXII (Sept., 1942), pp. 501-12. 


_ : hae “Price Control and Rationing,” Am. Econ. Rev., Vol. XXXII (Dec., 1942), 
Pp. 842-43, 
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cerned with it as an element in an integrated fiscal program adapted 
to wartime needs rather than as an alternative to direct controls such 
as specific commodity rationing or point or value rationing of selected 
groups of commodities. 
As indicated above, fiscal measures can help to reconcile a high level 
of income with a low level of supplies either by withdrawing income = 

or by inducing or compelling individuals to refrain from spending. (adia 
Income taxes and payroll taxes reduce spending exclusively by with. “Tt 
drawing income. Excise taxes and general sales taxes both withdraw 
income and induce individuals to refrain from spending. If levied at a 
flat rate on all expenditures, their primary influence is, however, 
through the withdrawal of income since the inducement effect is felt 
only at the margin while tax is paid on all purchases. A progressive rate 
spendings tax, which exempts some purchases and imposes an increas- 
ingly severe penalty as spendings rise, comes closer to pure savings. 
inducement, though it too has important withdrawal effects. 


its ft 
not < 
of in 
meas 
cipie 
put | 
duce 


some 

The problem of wartime fiscal policy, like most economic problems, In tl 

is primarily to choose the proper combination of alternatives. In what futur 
proportions shall withdrawal methods and savings-inducement methods Fc 


be combined?’ This decided, there remains the separate though by no 
means independent question of the specific methods to be used to 
withdraw income or induce savings. 

Withdrawal methods impinge directly on income and indirectly on 
saving and spending alike. Savings-inducement methods impinge d- 
rectly on spending, sparing in large measure income and saving. The 
proportions in which withdrawal and saving-inducement methods 
should be used therefore turn on the functions of income, saving, and 
spending in a wartime economy. 


modi 
come 


The Functions of Income, Spending, and Saving in Wartime 


The functions of income. In peacetime, income serves both to or- 
ganize the use of resources and to allocate control over current output. 
It is the price that must be paid to acquire the use of resources, and 


"Two opposite errors are often present in discussions of wartime economic policy. One 
is the tendency to consider the alternatives as mutually exclusive: direct control vs. fiscal 
methods; the income tax vs. the spendings tax; the spendings tax vs. the sales tax; taxes 
vs. compulsory lending. The other is the tendency to advise that we do all we can “on 
all fronts” at once. This position may be valid in the light of political obstacles to doing 
anything on any front, and may therefore be valuable as a political slogan; but it 
intellectually empty. Carried to the extreme, it would require as much price control and 
rationing as would alone be sufficient, plus as much taxation as would alone be sufiicient, 
plus as much compulsory lending as would alone be sufficient, etc. That this is an absurd 
extreme never actually proposed does not vitiate the fact that the position obscures and 
conceals the very essence of the problem, namely, the proportions in which different 
measures should be used. 
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ice is an index of the importance of the resources to those who em- 
lov them. Because income is also a claim to current output, indi- 

ls are induced to use their resources themselves or to let others 
them. The attempts by owners of resources to maximize the reward 
eceived and by users of resources to minimize the price paid (ac- 
count being taken of nonpecuniary as well as pecuniary rewards and 
prices) direct resources into those uses in which their value product 

idjusted by nonpecuniary considerations) is the greatest. 

The dependence of the resource-organizing function of income on 
its function as the means of allocating control over current output is 
not complete. In the first place, social custom imparts to the level 
of income an honorific and status value derived from but in large 
measure independent of the control over current output that its re- 
cipient can exercise. In the second place, the control over current out- 
put need not be proportional to income. It may be enough of an in- 
ducement to the efficient use of resources if twice the income imparts 
some additional control over current output, but not twice the control. 


In the third place, most individuals are willing to accept a claim to 
future output for part of their claim to current output. 

For these reasons, even in peacetime, taxes and other measures have 
modified considerably the control over current output granted by in- 


come without seriously impairing the function of income in organizing 
the use of resources. 

It is clear that it is highly desirable to retain in wartime the func- 
tion of income as a means of organizing the use of resources. Some 
device must be used to stimulate individuals to work, to work harder 
and longer, and to move from one type of work to another; to stimu- 
late the intensive use of plant, machinery, and other capital goods; 

nd to bring about the conversion of capital equipment from one use 

to another. A technique to accomplish these functions is already at 
hand and highly developed. It is wasteful and inefficient not to use it 
s much as possible. 

The obvious wartime difficulties in using income to organize re- 
ources derive very largely from the hindrances to permitting income 
to serve as the means of allocating control over current output. A large 
part of that output must be used for war purposes; and the need to 
maintain productive efficiency of the working population, to say noth- 
ing of considerations of humanity and equity, make it undesirable even 
to distribute the rest solely in accord with incomes received. 

Despite these difficulties, the function of income as a means of or- 
ganizing resources in wartime remains important and vital. Even 
though income were completely divorced from control over either cur- 
rent or future output for the duration of the war, the honorific signifi- 
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cance of current income and the effect of current income on expected 
future income would still give it some incentive value. In addition, and 
more important, part of income can still be permitted to serve as, 
claim to future output, and even the separation of income from cop. 
trol over current output need not be complete. 

The extent to which it is possible and desirable to permit part of 
income to serve as a claim to future output depends on the functions 
of saving in peacetime and in wartime. 

The functions of saving. To the individual, savings are a means 
of providing for future contingencies, postponing consumption from 
years of high income to later years of expected low income, providing 
for a higher income in later years through earnings on capital, and 
accumulating wealth in order to provide security and plenty for chil- 
dren or other near ones, or in order to enhance the individual’s stan¢- 
ing in a society in which wealth is an important index of status. Some 
of these reasons for saving are strengthened in wartime by the in- 
creased uncertainty about the future, while others are weakened. On 
balance, the importance of savings to the individual is probably en- 
hanced rather than reduced. 

To society, savings serve a very different function. The part of ag- 
gregate income saved is matched by a corresponding part of current 
output that takes the form of an addition to the capital stock, of in- 
vestment rather than consumption goods.‘ These additions to the 
capital stock increase future output and the increased output makes 
possible the payment of a return on the accumulated savings without 
a reduction in the return to others. Similarly, the fact that money sav- 
ings of individuals are paralleled by capital goods provides the means 
whereby, in principle at least, accumulated savings can be realized in 
the future without corresponding savings by others. 

In wartime, society cannot afford to add to its capital equipment 
except in ways that contribute directly to the production of instruments 
of war. The counterpart of savings becomes in large part goods pro- 
duced neither for current consumption nor for addition to the stock of 
capital, but for the waging of war. Consequently, the part of current 
output not consumed by civilians does not provide in full the means 
to pay a return in the future to persons who release or are forced to 
release their claims to current output. Fom this point of view, savings 
have clearly lost part of their function. But this loss is not complete. 
By accident rather than design, part of the war expenditures will 
serve to create additions to the capital stock useful in peace as well 
as in war. Savings up to this amount are no different in war than in peace. 
Savings over and above this amount can in general be paid back or 


* This statement refers, of course, to ex post rather than ex ante magnitudes. 
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4 return paid on them only by a transfer from other individuals in 
society. 

Wartime creates—or strengthens—another function of savings. The 
transformation of society from war to peace at the end of the war will 
be eased if the money demand for goods need not be derived exclu- 
sively from the money incomes currently being received and if a fairly 
strong flood tide of released savings helps to overcome the frictions 
and resistances to adjustment. Savings can then provide the means 
| for their repayment by bringing about the employment of resources 

that would otherwise be idle. Of course, this process is not without its 
dangers—too strong a flood tide can dissipate itself in rising prices, 
bringing about a transfer of goods rather than a net addition. 

The functions of spending. Just as in wartime the part of their in- 
come that individuals want to save cannot be allowed to determine the 
part of current output devoted to investment, so the part of their in- 
come that individuals want to spend cannot be allowed to determine 
the part of current output devoted to consumption. The needs of war 
dictate that as little as possible be consumed. The function of spending 
in determining how much shall be consumed is therefore almost com- 
pletely eliminated in time of war. 

But spending has other functions as well. It is the means in ordinary 
times of determining the apportionment of consumer goods among 
individuals, and the apportionment of the total output of consumer 
goods among various kinds of commodities and services. It is the 
means whereby standards are set and the relative importance of goods 
determined. Indirectly, therefore, it determines the apportionment of 
resources among industries and their utilization within industries. 

These functions of spending are weakened but not eliminated in time 
of war. Spending still serves in large measure as the means of allocat- 
ing goods among individuals and of determining the proportions in 
which various goods shall be produced. As Wallis shows in his article, 
these functions of spending can be turned to good account, if other 
methods are used to replace those functions of spending that are not 
applicable to wartime conditions. 

he weakening of the functions of spending derives primarily from 
two sources. In the first place, certain resources are specially adapted 
to the needs of war. The desires of individuals for commodities and 
services for which these resources are also specially adapted cannot 
be permitted to drain them from war industries. However, if the 
amount of these resources to be devoted to civilian needs is specified 
in some other way, the free spending of individuals may still serve 
to determine how this limited amount is used. 

in the second place, war brings a change in the importance attached 


| 
| 
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to the individual as a resource and as a consumer. The individual 3. 
ways has a dual status in society. On the one hand, he is a resource 
a piece of human capital. On the other hand, he is a consumer, th 
satisfaction of whose wants is the ultimate end of production. As, 
resource, much of what he consumes is an intermediate product, ; 
cost of production, like the food fed to livestock. As a consumer, what 
he consumes is a final product, designed to satisfy the wants of the 
prime mover of the production precess. In ordinary times, the con. 
sumer aspect of the individual is dominant. He is an end, not a means 
It is proper, within rather broad limits, that he consume what le 
wishes, even if it lessens his efficiency as a resource. It is proper, too, 
that individuals be permitted to use their accumulated savings to dray 
on the common pool of output even if they are not currently helping 
to produce that output. In wartime, values change. The winning oj 
the war becomes an ultimate end codrdinate with or more important 
than the satisfaction of wants. The individual becomes a means, not 
an end. Society quite properly begrudges consumption that does not 
go to individuals currently helping to produce output or that does 
not contribute to making the individual a more efficient resource. 


The Relevance of the Changed Functions of Income, Saving, and 
Spending to Fiscal Policy 


A wartime fiscal policy placing exclusive reliance on the withdrawal 
of income may be consistent with these changed functions of income, 
saving, and spending if the fraction of aggregate resources devoted 
to the war effort is not very large. If, however, the fraction of re 
sources devoted to the war effort is large, exclusive reliance on the 
withdrawal of income becomes unwise; and savings-inducement meth 
ods become a desirable adjunct. 

Withdrawal of income by taxes. The withdrawal of income by 
taxes cannot be relied on exclusively because it would either seriously 
reduce the productive efficiency of the working population; or would 
largely remove their incentives to work harder and longer. 

If the taxes required were levied in such a way as to take much the 
same percentage of all incomes, the incentive value of income woul 
be retained in large measure. But the distribution of consumer goods 
would then be as unequal as the distribution of incomes. Whether 0 
not this is tolerable in peacetime, it certainly is not tolerable in wat 
time when the supplies of consumer goods available are short. Aside 
from considerations of equity, which are themselves strengthened by 
the scarcity of goods, such an unequal distribution of goods woul 
mean that many workers would receive less than they need for healti 
and efficiency. 
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The importance of the individual as a resource therefore requires 
that the tax be progressive, that is, take a larger percentage of a large 
‘ncome than of a small income. But if the tax is progressive, the rates 
needed to reduce the money demand for consumer goods to the value, 


at the desired price level, of the available supplies will be sufficiently 


© high to impair seriously the incentive value of income to many of the 


individuals affected. For example, in connection with the Revenue 


Bill of 1942, it was estimated that confiscation of all net taxable in- 
come above exemptions of $500 for a single person, $1,200 for a 
married couple, and an additional $350 for each dependent would 


vield not much more than one-third of the total income of all in- 
dividuals. Lower exemptions would increase the tax base, but even 
so, extremely high marginal rates would be needed to raise the sums 
required when the war effort is absorbing half or more of the nation’s 
resources. 

Moreover, a progressive tax of the magnitude required would leave 
only a relatively small amount of savings. Because savings are typi- 


© cally an increasing percentage of income, a progressive tax tends to 


| reduce savings more sharply than disposable income (i.e., income 
' after personal taxes). The resulting savings are likely to be less than 
» would be consistent with the changed functions of savings. For ex- 
» ample, according to most estimates, the volume of consumer goods and 
) services during calendar 1943 is unlikely to be much above 70 billion 


| dollars at the prices prevailing at the end of 1942. If individuals were 


free to spend or save their incomes after taxes as they wished, how 


much savings would be associated with this level of spending? 
lhe experience of the past gives some basis for judgment. During 


the 20 years from 1921-40, aggregate personal savings were 7 per cent 
of the amount spent on consumption; in one year savings reached 
14 per cent of the amount spent on consumption; and in no other 


year did savings exceed 11 per cent of the amount spent on consump- 
tion.” This would imply that spendings of 70 billion dollars would be 
associated with savings of not more than 10 billions.*® The associated 
savings might be somewhat higher than in the past because of the 
unavailability of many types of goods; on the other hand, savings 
would tend to be lower because of the smaller inequality of dis- 


hee 21-38, based on income and consumer outlay estimates of Simon Kuznets, 
Nationa Income and Its Composition: 1919-1938 (New York, Nat. Bur. of Econ. Re- 
s '1), p. 137; for later years, on Department of Commerce figures. 
This figure on possible savings may seem inconsistent with the very much higher 
of actual savings during recent months. However, two factors explain the apparent 
tency: (1) a significant part of the actual savings since early 1941 are “inflation- 
-G,” that is, are a manifestation of price rises; (2) a large part of the taxes necessary 
prevent price rises would be paid out of income that would otherwise have been saved. 
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posable income that would be implicit in a progressive tax system suff. 
ciently heavy to reduce aggregate disposable income to the neighbor. 
hood of 80 billion dollars. Savings of not more than 10 billions , 
year seem less than is desirable to provide a backlog of savings {x 
the immediate post-war period and to perform the other wartime 
functions of savings.” 

Withdrawal of income by compulsory lending. The difficulties ep. 
countered in relying exclusively on withdrawal of income by taxes 
when the fraction of income devoted to the war effort is large can 
be surmounted to some extent by treating the amount withdrawn not 
as taxes but as a loan to the government. In this way, the incentive 
value of income is greater than if the amounts withdrawn are treated 
as taxes, and the total amount of savings—compulsory loans ply 
voluntary savings—is larger. However, reliance in very large meas. 
ure on withdrawal of income through compulsory loans conflicts with 
the altered function of spending. 

Under any plan, whether taxes or loans, that determines the in- 
dividual’s contribution on the basis of his income, the pressure to re- 
duce spending below what it would otherwise be depends on income 
and not on the draft that the individual is making on the short supplies 
of consumer goods. The individual who is currently receiving no incom 
but is living on capital is not affected at all. Moreover, the individual 
of large wealth may be able and willing to maintain his spending at 
a higher level than an individual with the same income but less wealth 
either because he is under less pressure to save or because he can 
draw on his capital. This tendency is greatly strengthened if com: 
pulsory loans are substituted for taxes. The individual who has capital 
assets can maintain his spending without reducing his wealth simply 
by substituting for other assets those obtained in return for the con 
pulsory loan. 

The net result is that the withdrawal of income by taxes in some 
measure and the withdrawal of income by compulsory loans in cot 
siderably greater measure make the pressure to reduce spending below 
what it would otherwise be vary directly with income and inversely 
with wealth. Under wartime conditions, this clearly means the dis 
tribution of too large a part of the short supplies to persons who 
are making no contribution to current output. Moreover, the relatioa 
of consumption to productive efficiency is most direct and importat! 
for the resource that cannot be converted into negotiable assets— 
labor power and skill—and least direct or absent for the resources 
owned by individuals that can be converted into negotiable assets 


™ A specific form in which the point in question is manifested is the widespread pie 
for relief under the income tax for “fixed commitments” to purchase insurance, Tép#) 
debt, or make other periodic savings. 
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| Consequently, even among those individuals contributing to current 
output directly or through the use of resources they own, the in- 
centive to reduce spending is least for those for whom the reduction 
in spending would least affect productive efficiency. 

Savings-inducement methods. In order to achieve a more efficient 
distribution of the available consumer goods and at the same time main- 
tain the incentive value of income as much as possible, fiscal methods 
involving the withdrawal of income must be supplemented by savings- 
inducement methods, that is, by methods that impinge directly on 
are too large than that individuals may want to spend too much. 

In order that a savings-inducement tax not defeat its own ends, it 
must be constructed so as to restrain types of spending that are least 
necessary for the maintenance of output in general and war output in 
} particular. To some extent, spending on specific commodities falls into 
this class—in particular, spending on commodities that use resources 
specially adapted to war production. In these cases, special excises 
seem the appropriate remedy. For the rest, the maintenance of output 
calls for restraining all spending in excess of a basic minimum rather 
than spending on particular commodities. This is the spending that can 
be most easily dispensed with during wartime. 

The desired results can be accomplished by a progressive spendings 
tax that exempts a basic minimum and imposes a higher rate of tax 
the larger the excess of spendings over the basic minimum. The progres- 
sive rates are needed both because the higher the spending, the stronger 
the presumption that it is unnecessary to the war effort and because a 


; greater incentive is likely to be needed to restrain the spendings of 
) persons who would otherwise spend large amounts. 


The considerations that lead to a spendings tax as a desirable part 
of a wartime fiscal program do not call for exclusive reliance on it. 


' Rather, they call for a combination of income withdrawal primarily or 


exclusively through taxation—to prevent too large a volume of savings 

and a spendings tax—to avoid too great an impairment of the in- 
centive value of income, assure sufficient savings and provide for 
an efficient distribution of available supplies. Moreover, these advan- 
tages of a spendings tax derive entirely from the difference between the 
wartime and peacetime functions of income, saving, and spending. 
Consequently, any advocacy of a spendings tax in peacetime would have 


> ‘o rest on entirely different grounds.’ 


pendings tax has been advocated for many years as a peacetime substitute for 
the e tax by C. A. Jordan, Irving Fisher and others. A bill to enact a spendings tax 
ace of an income tax was introduced into the Congress by Ogden L. Mills, then a 
— er of the House of Representatives from New York State, in 1921. See Irving and 
“erbert Fisher, Constructive Income Taxation (New York, 1942). The case for a spend- 
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The case for a spendings tax in wartime can be summarized in terns 
of the objectives listed at the outset of this article. (1) The spending 
tax would help to maximize total output by enabling income to operat: 
effectively as a device for organizing the use of resources and by cop. 
tributing to a distribution of scarce consumer goods that would maip. 
tain the productive efficiency of human resources. (2) The spending 
tax would help to maximize the part of total output used for war puw. 
poses by contributing to an efficient distribution of consumer goods anj 
thereby minimizing the volume of consumer goods needed. (3) The 
spendings tax would help to distribute the short supply of consume 
goods equitably by exempting a basic minimum completely and by 
placing an increasingly severe penalty on spending above the minimun, 
(4) The spendings tax would help to minimize post-war adjustment 
problems by providing for a backlog of savings that would ease the 
transition from war to peace and by minimizing the réle of government 
intervention into the details of the economic system. 

The advantages of a spendings tax would be of no avail if it wer 
not feasible to administer the tax reasonably well, and to collect it 
currently as the tax liability accrues. Without current collection, the 
inducement to reduce spending would take the ineffective form of: 
threatened tax payment in the not too close future, and the inflationary 
damage might well be done before the tax was collected. However, the 
spendings tax can in large measure be collected currently;*’ and, a 
the accompanying article by Kenyon E. Poole indicates, it is adminis 
tratively feasible. 


ings tax in peacetime does not seem satisfactory; and its substitution for the income ta, 
far from improving the tax structure, would, in the opinion of the present writer, make 
it a good deal worse. 

™ The spendings tax proposed to the Senate Finance Committee by the Treasury Depat- 
ment in September, 1942, provided for current collection by two methods: (1) collectio 
at source from income and (2) tentative quarterly returns by persons subject to the highe 
bracket tax rates or with income not subject to collection at source. The amounts collected 
during the year would be credited against the ultimate liability when the final return ws 
filed. Any excess of payments over liabilities would be credited against unpaid income ta 
liabilities, and any balance still remaining would be refunded to the taxpayer. 

Collection at source would be at a flat rate equal to the first bracket rate of the 
spendings tax. Collection at source from income instead of spendings would involve ™ 
serious hardship since the only persons who would have too much collected would be thox 
who saved part of their income and hence did not need the extra amount collected for 
current consumption. In effect these individuals would be required to lend a fraction of 
their savings to the government for a year or so. Collection at source would not, how- 
ever, be likely to provide any strong current inducement to savings, since the effect 0 
savings on the tax would not be apparent until the following year. F 

The inducement effect would, in any event, be most important for the higher spending 
tax rates, for which quarterly returns were provided. The quarterly returns would 
involve a detailed statement of income and savings, but simply an approximate estimalt 
of spendings, the actual calculation of spendings being postponed to the year-end adjus- 
ment. The quarterly return would, however, permit the bulk of the tax to be collected 
during the year, and the inducement effect to be apparent at short intervals. 
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PROBLEMS OF ADMINISTRATION AND EQUITY 
UNDER A SPENDINGS 


By KENYON E, POooLe* 


5 The spendings tax has been advocated as a wartime measure on four 

grounds. First, the taxation of spending not only reduces the ability of 
the community to buy consumers’ goods, but in addition encourages in- 
dividuals to save in order to reduce their tax liability. Second, the spend- 
ings tax tends to immobilize savings already made. Especially if rates 
are sharply graduated, individuals with substantial savings are likely to 
hesitate to use them for consumption if a large proportion of this spend- 
ing is absorbed as tax. Third, both in the higher and lower income 
brackets income tax rates can become so high as to reduce incentive to 
produce. A spendings tax avoids the difficulty by substituting a spend- 
ings base for an income base so that marginal income tax rates need 
not become high enough to exert this effect on incentive. Fourth, the 
income tax is not sufficiently free from inequities to justify further 


important increases in rates without refinements in the concepts of 
taxable income and the taxpayer unit, and in the rate structure, which 
will require much time and effort to achieve. The enactment of a spend- 


ings tax as a supplement to the income tax would make it possible to 
minimize the effect of some of these inequities because at a certain point 
the tax base would be changed from income to spendings. 

lhe first and second of these arguments in favor of the spendings tax 
offer a means of minimizing price inflation, and therefore constitute 
the primary reason, in the economic circumstances which have prevailed 
up to and through the winter of 1942-43, for urging the adoption of the 
spendings tax. The third argument is especially important when income 
tax rates have heen increasing rapidly, but it might have to be re- 
evaluated as the economy became accustomed to high income tax rates. 
For the purposes of this paper it is mainly the fourth in which we are 
interested. With normal rates of 4 per cent in the first taxable bracket, 


“While on leave of absence from Brown University, where he is assistant professor of 
economics, the author was formerly with the Division of Tax Research and is now Chief 
of the Central European Unit, Board of Economic Warfare. The views he expresses are 
's personal opinions and do not necessarily reflect those of the Treasury Department or 
the Board of Economic Warfare. 

“I wish to thank Mr. C. Lowell Harriss and Mr. Richard A. Musgrave for helpful 
criticisms and suggestions. 
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and no surtax, inequities in the definition of income and other elemenj 
of the tax could, to a considerable extent, be overlooked. But why 
the first dollar of taxable income is taxed at a rate of 20-25 per 
with rapid increases thereafter, it is difficult to tolerate such | 
holes as understatement of income received from a variety of sources: 
the exemption of much of the income of those who consume directly ; 
part of what they produce; deduction as business costs of expenditures 
which are really for personal consumption; exemption of income from 
tax exempt securities; favorable treatment of capital gains as compare 
with income from other sources; reduction of liability through the filing 
of separate returns; and other inequities of the income tax as it actually 
operates. 

The retail sales tax is regarded by many as the proper supplement ty 


the income tax. At rates of 5 or 10 per cent it can take large amounts of ; A 
purchasing power from those with incomes too low to be greatly affected « ne 
by the income tax. Opposition to the sales tax has been vigorous, hoy. ~ 
ever, on the part of those who believe that the administrative difficulties we 


of granting effective exemptions to those in the lowest income brackets 
and of providing for graduated rates make the tax seriously inequitable. ciled 
Treasury opponents of the sales tax have pointed out that a spending 


tax would be susceptible of graduation, and at the same time could le =, 
equipped with a personal exemption in order to prevent hardship to Of tl 
those at or near the subsistence level of consumption. pati 

To the extent that spendings tax liability is determined by the ie 
spending decisions of the individual, it is an advantage to supplement but 
the income tax with a spendings tax even if the latter is also subject ie 
to some administrative difficulties and inequities. Except in the very typ ; 


low spendings brackets, which would probably be exempt, more or less 
discretion remains to the individual in the decision to spend or save. is 
Therefore, to this extent inequities of the spendings tax are less serious 


than inequities of the income tax. The involuntary nature of a large oe 
proportion of personal expenditure, however, makes it desirable to 

examine the administrative problems and inequities of the spending: 

tax. 

A spendings tax would certainly introduce new administrative prob A 
lems into the federal tax system, and failure to solve them would pro tim 
duce inequities both between individuals in similar economic circum- age 
stances and between those in different spendings brackets. The most to 
dangerous threat to the success of the spendings tax, however, is the sav 
strong probability that too small a proportion of tax returns would be the 
scrutinized by the tax authorities. If this proved to be the case, the hot- tha 
est taxpayer would be seriously discriminated against. This difficulty spe 


was implicitly recognized in the Treasury spendings tax proposal of tax 
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1042. The tax was not to be levied on single persons with incomes or 
spendings below $500, nor on married persons with incomes or spend- 
ings below $1,000. Furthermore, there was to be an exemption of $250 
for each dependent. This assumes that income and spending are ap- 
proximately equal for persons in low income and spendings brackets. 
Since, in fact, there is considerable divergence in the proportion of in- 
come devoted to spending among average-sized families with incomes 
of $1,500, this version of the tax must be regarded as a recognition of 
the administrative difficulty of ascertaining the spendings of a large sec- 
tor of the population. 


Special Treatment of Particular Types of Expenditure 


A point of superiority of the spendings tax is the facility with which 
it can provide an exemption by defining an item of expenditure as 
saving or nontaxable spending. For example, a serious defect of the 
income tax as now constituted is its failure to allow deductions from 
taxable income for gifts made to individuals partly (to an amount less 
than half their total income) dependent on the taxpayer but not domi- 
ciled with him. Since under the spendings tax such gifts would not be 
regarded as spending by the donor, to the extent that the spendings 
tax averts further rises in income tax rates some relief would be granted. 
Of the same nature are expenses incurred in connection with one’s occu- 
pation. As interpreted at present, the income tax law grants no relief 
in a number of cases in which expenditure is not for personal enjoyment 
but is required for the earning of income. The adoption of a spendings 
tax as an alternative to increased income tax rates should prevent this 
type of inequity from becoming still more serious, for expenditure 
incurred in moving to a war job, commutation expenses, etc., ought to 
be exempt. If Congress were to remedy these inequities of the income 
tax, this relative advantage of the spendings tax would, of course, dis- 
appear. 


Equity Problems Related to the Exemption of Saving 


A spendings tax is in one important respect a fairer tax during war- 
time than an income tax. For while the taxation of spending discour- 
ages dissaving, and thereby reduces the ability of the more wealthy 
to compete scarce goods away from those who do not have disposable 
savings, the income tax puts no obstacle in the way of dissaving. From 
the long-run point of view, however, the income tax is more equitable 
than the spendings tax. A tax which puts a premium on saving gives a 
special advantage to the individual with a high income. If no spendings 
tax had been enacted, but income tax rates had been increased, he would 
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have been subject to a larger tax; for by reducing spending and increas. 
ing saving he reduces the size of his spendings tax. While the wartin, 
objective of reduced consumer demand is to this extent achieved, the 
individual with a high income is in a position to improve his long-ny 
financial position. Yet this self-rationing is his duty; it ought not to be 
rewarded by a corresponding growth in savings. 

The above point is relevant to the support that has often been given 
the spendings tax because of the relief it affords those with fixed saving 
commitments. Continued increases in income tax rates, it is argued, may 
render difficult or untenable the position of those who have undertaken 
to finance ambitious life insurance programs or to repay large sums 
Since such payments would be exempt from the spendings tax, the 
substitution of the spendings tax for the income tax after a certain level 
of income tax rates had been reached would avert further burdens. But 
this view is acceptable only to the extent that savings already made 
would be lost if a contractual rate of payment could not be maintained, 
as, for example, in certain types of life insurance policies. Otherwise, 
there is no justification whatever for giving especially favorable treat- 
ment to those whose circumstances in the past have permitted them to 
undertake savings commitments beyond the power of other taxpayers, 
This problem might better be met by the enactment of legislation de- 
signed to prevent such loss; installments should be forcibly reduced in 
accordance with the new financial situation brought about by the enor- 
mous increase in tax rates. 

We turn now to a consideration of those inequities of a spendings tax 
which relate primarily to problems of administration. 


Anticipatory Buying 


Even before the spendings tax became effective an important inequity 
would have arisen out of the administrative difficulty of preventing 
large-scale purchases in anticipation of the passage of the spendings tax 
bill. Taxpayers whose accumulated savings permit anticipatory spen¢- 
ing would derive an advantage over those who are unable to make large 
commodity purchases in advance. Under the sales tax it is the low 
income and spending groups that would be adversely affected by a0 
inability to make purchases in advance of the tax. Under the spendings 
tax, on the other hand, the provision of a substantial personal exemp- 
tion would protect the poor. Rather it is those with moderate incomes 
and spending capacity who would be discriminated against. Because 
a high proportion of their savings is in the form of fixed commitments 
(insurance premiums, mortgage payments, etc.), they would find it 
difficult to make large purchases of durable goods. Yet much of their 
spending would be taxed. If anticipatory buying were not serious 
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any income or spendings brackets, the inequity would be small. But if 
the spendings tax were sharply graduated one could assume that in- 
dividuals with disposable savings would concentrate as much as possible 
of their expected durable goods expenditure for the next two or three 
years into the interval before the tax became effective. 

" If the spendings tax were made retroactive to a date six months or a 
vear before the bill became law, or to the date of its introduction into 
Congress, all taxpayers would be placed in more nearly similar circum- 
stances. This course appears impracticable, however, because the tax- 
payer would have to make statements concerning receipts, spending, 
and assets, with respect to a period in which he would have had no rea- 
son to keep careful records. The result would be a feeling of despera- 
tion on his part, and an accumulation of questioned tax returns which 
would increase greatly the difficulties of the Bureau of Internal Reve- 
nue. It seems likely that the inequities caused by anticipatory buying 
would have to be ignored in practice; but its adverse effects on the 
equity of the tax, on the magnitude of revenues in the first year or two, 
and on the optimum distribution of inventories, would be very severe. 


Hoarded Cash 


An administrative obstacle which would cause serious inequities 
during the first year or two is the impossibility of ascertaining the 
amount of hoarded cash in the hands of each taxpayer. These inequities 
would be of two types. The honest persons, as well as those whose in- 
come and spending are difficult to conceal, would suffer in comparison 
with the dishonest and those whose business and financial dealings are 
complex. Again, persons with limited disposable savings would suffer 
relatively to those who are in a position to convert large amounts of 
other assets into cash. In the reporting of spendings the individual 
would be required each year to state his cash holdings. After the first 
year statements of cash could be checked, because withdrawals from 
bank accounts, or failure to deposit, would automatically subject the 
individual to tax. But if taxpayers had advance knowledge of the enact- 
ment of the spendings tax, they could secretly convert other forms of 
savings to cash hoards. By spending out of these hoards they could 
place themselves in a lower spendings tax bracket for one or more years. 
The larger the note circulation when the tax was introduced, the more 
serious the problem would be. Although the procedure would be costly, 
it might be advisable to call in all notes, and reissue them with an over- 
print which would be proof that the notes were not in hoards at the 
time the spendings tax was enacted. In practice it seems likely that this 
evasion would have to be overlooked; and thus it could be expected that 
for a year or more the spendings tax would operate inequitably. 
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The Taxpayer Unit 


Difficulties have been encountered under the income tax in so defining 
the taxpayer unit as to achieve an equitable distribution of the tax while 
preventing avoidance and undue interference with normal economic 
relationships. Similarly, one of the important problems of the spending; 
tax is the proper definition of the tax unit. The spendings tax, like the 
income tax, would be graduated. Shift of spendings from a unit subject 
to high bracket rates to a unit subject to lower rates would reduce 
the tax. 

If noncharitable gifts were deductible in computing the spendings tax 
base, the higher rates could be avoided by transferring funds to other 
members of the family, who would then pay a part of the family ex- 
penditures. Such avoidance would be easier than under the income tax, 
because, under the income tax, income can be removed from the higher 
brackets only by transferring capital. Substantial amounts must be 
shifted before the tax saving is important. Under the spendings tax, 
however, very much smaller transfers would produce the same tax 
saving because the capital itself, not merely the subsequent income, 
would be shifted to the lower brackets. For the income tax we are 
worried about transfers of thousands of dollars; for the spendings tax 
much smaller transfers would be important. 

One solution, but a very unsatisfactory one, would be to follow the 
present income tax system (recognizing community property), and 
allow gifts as a deduction to the donor but include them in the receipts 
of the donee. This method permits very easy avoidance. A second 
method would be to follow the income tax procedure, but disregard 
intra-family gifts. The person receiving the income would be taxed on 
the spendings made from it. Families whose income has already been 
split because of capital transfer, as well as residents of community 
property states, would benefit unduly from this method. A third pro- 
cedure would be to require a joint return from each family unit. Al- 
though this would prevent the most serious avoidance, it would tend to 
impose unreasonably high burdens on families with large total but rela- 
tively small per capita expenditures. In practice both the second and 
third methods would present new and probably vexing administrative 
problems. Finally, the tax could be put on a per capita basis. The spend- 
ings of the family would be totaled and divided by the number of 
members (each child being counted as half an adult) to determine pet 
capita spendings, on the basis of which the rate of the tax would be 
determined. This is the method proposed by the Treasury. Although 02 
the score of equity the proposal has great appeal, it may constitute too 
great a refinement to prove administratively feasible under wartime 
conditions. 
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The Reporting of Expenditure 


Once sufficient time had elapsed to permit maximum effectiveness 
of administration of the spendings tax, administrative difficulties would 
not in general be substantially greater than those of the income tax. 
The individual would be directed to report the receipt of all funds 
available for expenditure. Thus there would be reported cash and bank 
balances on hand at the beginning of the year, cash income of all kinds, 
insurance and annuity benefits, withdrawals from business, professions, 
etc., gifts and bequests received, receipts from sale of capital assets as 
well as from debt repayment, and new borrowing. From the sum of 
these items would be deducted all nontaxable use of funds: 7.e., cash 
and bank balances on hand at the end of the year, cash gifts, interest 
and taxes paid (except with respect to an owner-occupied home, as dis- 
cussed below), purchases of capital assets, premiums and payments 
on insurance and annuities, repayment of debt, and loans made. 

Although these items are in general quite as subject to check as the 
items required under the personal income tax, it is clear that for a con- 
siderable time understatement and evasion would present a very great 
administrative problem. The loopholes are so serious that the spendings 
tax probably ought not to be advocated unless it is to be retained long 
enough for good administration to be achieved, and exploited for sev- 
eral years. Of these loopholes the most difficult to eliminate are direct 
barter of goods and false valuation of assets in order to understate 
money receipts. The first can be adequately dealt with only by a large 
and competent administrative staff. The second would offer a continu- 
ing problem which probably could never be entirely corrected. It should 
be pointed out, moreover, that the concealment of assets is a more 
serious problem under a spendings tax than under an income tax. Under 
the taxation of capital gains only the tax on the gain is lost if a transac- 
tion is not reported. But under the spendings tax if the sale of an asset 
is concealed the taxpayer can spend the entire proceeds free of tax. 
Consequently, so far as this item is concerned, the administration of 
the spendings tax would apparently have to be substantially better than 
that of an income-capital gains tax of approximately equal efficiency. 


Expenditure on Housing 


Equitable treatment of housing expenditure is difficult to achieve 
under either the income tax or the spendings tax. But housing cost is 
usually a much greater proportion of spending than of income, and the 
problem is to that extent more serious under the spendings tax. A some- 
what detailed treatment of the difficulties of dealing with this type of 
spending therefore appears to be justified. 
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Housing cost is spending for personal consumption, and therefor: 
should be included in the spendings tax base. Since cost of housing 
typically accounts for 20 to 25 per cent of income in the low and mod. 
erate income brackets, it is imperative that individuals occupying com. 
parable quarters pay as nearly as possible the same spendings tax op 
their housing expenditures. Unfortunately, no single plan is able tp 
deal similarly with all types of housing. A plan which is satisfactory 
for one class of occupier is unsatisfactory for another. The most serioys 
inequities arise between (1) owners and renters, (2) those who own 
outright and those who are paying off mortgages, and (3) individuals 
living in different parts of the country. 

(1) The most difficult of these three problems is that of achieving 
equity between the owner and the renter. In the main the difficulty 
arises out of the fact that the renter obviously consumes the com- 
modity housing as he pays for it, while the payments of an owner con- 
tain an element of saving. The renter would presumably be taxed on 
his actual rent payment, which includes amortization of the investment, 
interest, and various services and which, depending on the demand 
and supply of rented quarters, may or may not include property taxes. 
The purchaser of a home, on the other hand, is considered to have 
saved and invested in a durable good which is customarily regarded as 
a capital asset. Yet the home-owner commences immediately to con- 
sume it. To tax the renter and exempt the owner would be obviously 
unfair. 

It is possible, by including as much as possible of the current housing 
expenditure of the home-owner in the tax base, to bring the positions 
of these two types of taxpayer somewhat closer together. But what 
appears to be a political prejudice in favor of the home-owner, as well 
as administrative difficulties involved in requiring the inclusion of all 
his expenditures, make refinement of the tax in this manner imprac- 
ticable. Local property taxes, which constitute an important proportion 
of housing expense, probably could not be included in the spendings 
tax base because of political antipathy to the imposition of a “tax on 4 
tax,” and in any case it should be remembered that rent may or may 
not include the whole of the property tax. Again, it would be difficult 
to get support for the inclusion in the spendings tax base of interest 
payments on a debt on an owner-occupied home. On the other hané, 
some of the expenditure of the home-owner would in any case be taxed, 
just as it would be taxed to the renter; examples are spending for tele- 
phone, lights, repairs, and other services. ‘ 

The positions of owner and renter could be equalized by imputing 
the rent of the former. But the administrative difficulty of accomplish- 
ing this equitably in a large country, with a variety of local conditions, 
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and with a tradition of local autonomy in property tax matters, would 
be rather great. At present it does not appear politically feasible to 
introduce the complicated machinery of imputation; and in its absence 
no satisfactory answer exists to the owner-renter problem except the 
exemption of both, which would seriously impair the tax base. 

(2) If, for the the purposes of the spendings tax, rents could be 
accurately imputed to owned homes, no inequity would arise between 
those who own their homes outright and those who are paying interest 
on a mortgage. The treatment of housing cost as spendings subject 
to tax virtually dictates imputation, for any attempt to equalize the 
positions of renters and owners by including in the spendings tax base 
interest paid on a mortgage must involve discrimination in favor of 
those who own their homes outright. 

Equity could be achieved for those still paying for their homes if 
they were required to include as spendings only that portion of housing 
expense represented by repairs and services. They would then be taxed 
only on those payments taxable also to outright owners, namely, repairs 
and services. To restore equity to renters, however, it would be neces- 
sary to remove from the spendings tax base that portion of rental pay- 
ments devoted to extinguishing the mortgage and to the payment of 
interest. (As stated above, we should still be left with an inequity in 
favor of renters whose rent does not include such items.) But here 
the immense practical difficulty arises of separating these two items out 
of rent. Rental payments variously include heat, light, gas, refrigera- 
tion, garage, personal and other services, etc.; and since arbitrary per- 
centages would have to be deducted from the payments of various 
classes of renters, discrimination would exist with respect to all indi- 
viduals who did not conform to the average. 

Along this path, apparently, there is no stopping point short of com- 
plete exclusion of housing cost from the spendings tax base. But this 
solution, while possible, is open to strong objections. Most serious is 
the huge reduction in the tax base which would result, necessitating 
much higher rates in order to achieve the desired revenues. Almost as 
important is the encouragement which would be given organized inter- 
ests to try to introduce other exemptions. In order to avoid emascula- 
tion of the spendings tax it would probably be necessary to abstain 
rigidly from allowing any such exemptions whatever. 

_A further objection, which perhaps has more theoretical than prac- 
tical importance, is the fact that exemption of housing would favor 
those whose spending is concentrated on housing rather than on other 
‘ypes of consumption. Thus an individual who spent $80 a month on 
rent would be favored over a person in similar circumstances who pre- 
erred to spend only $60 in this way and $20 on commodities which 
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were included in the tax base. Still another objection to the exclusion 
of housing would be raised by those who emphasize the necessity of 
discouraging the demand for housing at a time when accommodation; 
are scarce. Certainly the tax system should not encourage the demanj 
for housing during wartime. If housing is made more expensive, an 
incentive is provided for the sharing of extra space, and this minimizes 
the extent to which direct measures must be brought into play. If we 
consider only areas in which small families inhabit large houses the 
justice of this position is indisputable. But it ought to be borne in min 
that where the concentration of war industry attracts thousands of 
individuals to an area offering insufficient housing facilities, high rents 
are paid by necessity rather than by choice, and for already crowded 
and inferior accommodations. On one side is the immediate saving of 
production facilities effected if rent plus spendings tax are sufficient to 
cause workers with high incomes to curtail their housing. On the other 
are excessive overcrowding and the doubtful justice of allowing taxation 
to influence the distribution of housing in war areas. 

(3) Because prices and incomes vary from region to region, and 
between city and country, geographical differences in cost of housing 
might prove of importance in assessing the value of a spendings tax as 
a supplement to the personal income tax. To the extent that there are 
regions in which housing cost is relatively high without compensating 
advantages in other items of expenditure, the inclusion of housing cost 
in the tax base could produce an inequity. For example, if (Case 1) 
food and housing are both 100 in A, and food is 100 and housing 110 in 
B, individuals in B will be discriminated against under the spendings 
tax unless housing is excluded. If, on the other hand (Case II), food 
and housing are both 100 in A, and food is 90 and housing 110 in B, 
the exclusion of housing from the spendings tax base will place individ- 
uals in B in an unduly favorable position because the price of the article 
still taxed—namely, food—is lower in B. The fact that both cases are 
prevalent makes doubtful the justice of exempting cost of housing from 
the spendings tax merely because of regional variations in this cost. 

In practice regional differences in housing costs would not lead to 
serious differences in spendings tax liability in the low or moderate 
spendings groups unless rates were very sharply graduated. Differences 
in housing cost between city and country, however, are quantitatively 
more significant. On the basis of a comparison between city and coun- 
try, indeed, it might seem at first sight that a good case could be made 
for the exclusion of housing cost. Since crowded city conditions force 
rents up, it would appear unjust to require individuals to pay 4 further 
premium in the form of an added spendings tax. But it is doubtful if 
meaningful comparison between urban and rural housing can be made. 
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For his high housing cost the city dweller gets advantages, such as 
” hospitals, proximity to a variety of public services, amusements, 

_ which are an integral part of the concentration of city life. The 
pane dweller gets mainly ample space, and this requires little money 
outlay. If we grant that taxation is properly based in part on consump- 
tion expressed in terms of money, the city dweller should pay a high 
spendings tax on a higher housing expense. 

In concluding this discussion of housing it seems reasonable to ob- 
serve that if a workable plan for imputing rents were to be established, 
the owner-renter problem would largely disappear; but that in the 
absence of such a plan the spendings tax would be seriously inequitable. 
Finally, because of the great importance of housing cost in normal con- 
sumer expenditure, a satisfactory answer to the owner-renter problem 
appears to be a prerequisite to the adoption of a spendings tax. 


A spendings tax would make possible a greater degree of equity 
during the war period by virtue of the discouragement to spending on 
the part of persons having savings reserves and high incomes. From the 
point of view of distribution of wealth the desirability of the long-term 
effects of this tax is more questionable. The rate of accumulation of 
savings by persons in the high income groups would be increased, and 
they would be left in possession of large claims on production in the 
post-war period. From the standpoint of administration the conclusion 
seems reasonable that the spendings tax does not present insuperable 
difficulties. The most serious problem would be that of providing an 
adequate check over returns in view of the scarcity of man power and 
the vast number of taxpayers. Finally, most of the administrative de- 
tails which give the spendings tax the appearance of cumbersomeness 
have been equally bothersome under the income tax; and the issue 
resolves itself into the question whether such a complicated tax ought 
to be introduced as a temporary measure. 
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PROBLEMS IN WAR FINANCE 


By Cart SHoup* 


Introduction 


The problem of war finance springs from the perplexing number of 
choices available. There are so many ways in which the federal goy- 
ernment can raise the 100 billion dollars a year it needs for war, so 
many practicable patterns of war finance, that a rational selection 
among them becomes a complex task of weighing the various and 
sometimes conflicting ends that can be reached through fiscal policy. 
Some of the ends—for example, fixing the pattern in which the short 
supply of consumer goods shall be distributed—can be reached also 
through methods of direct control, like rationing. With respect to such 
an aim, the problem of finance becomes still more complex. The pros- 
pective results of a war finance policy best suited to fix the pattern of 
consumption must be compared with those to be expected from ration- 
ing. If the direct-control measure is preferable, the public finance 
student may relax a bit. He will have more freedom of choice among 
varying fiscal patterns, since rationing will have struck at least one aim 
from the imposing list of objectives set for fiscal policy. In fact, 
however, the result is scarcely ever so simple. Usually the task of 
achieving the aim in question is split between public finance and direct 
control; and it is often split in vague and even conflicting proportions. 

The major aims of war finance, as they appear at present, almost a 
year and a half after the entry of the United States into the war, and 
three years since the re-arming program was stimulated by the fall of 
France, may be suggested by asking: To what extent, from now on, 
can an intelligent selection among the various patterns of war finance 
(1) increase total input and total output, (2) allocate the requisite 
proportion of total input to the war effort; (3) help to achieve equity in 
the distribution among consumers of the now highly restricted supply 
of goods and services, and (4) facilitate economic adjustment in the 
post-war period, including a distribution of incomes and of personal 
wealth that will be regarded by most of the community as reasonably 
fair? 


*In addition to his position as associate professor of economics at Columbia University, 
the author serves as consultant to the Division of Tax Research. The opinions expressed are 
his own and not necessarily those of the Treasury Department. 
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Volume of Output 


The total amount of goods and services that will be produced in the 
United States during the remainder of the war will probably depend 
to an appreciable extent on the pattern of war finance that is adopted. 


Business Management 


With regard to business executives, probably the only pattern of 
fiscal policy that would appreciably affect the amount of effort (the 
input) that they would devote to the business of production would be 
one that permitted a substantial rise in prices. A considerable amount 
of their time and thought would then be devoted to a kind of specula- 
tion that would directly impede production, as in the hoarding of 
inventories, or that would at least not contribute to it, as in the latter 
part of the twenties, when the stock market boom absorbed so much 
of the attention of many of the country’s best executives. Moreover, 
the uncertainty regarding costs that inflation breeds would reduce the 
output, if not the input, of executive effort. 

High tax rates on business profits will presumably make it somewhat 
more difficult, or at least bothersome, for business management to get 
the capital it needs for necessary wartime expansion. The seriousness 
of this tendency depends partly on whether the law taxes unrealized 
inventory profits. In any case, whatever difficulty there is could pre- 
sumably be met through the provision of credit facilities (including 
pre-payments by the government). 

High marginal rates under the income tax or the excess profits tax 
will also decrease output in so far as they lead to laxity in a manage- 
ment that finds it no longer worth while to guard so carefully against 
waste of man power, plant, and materials. The marginal rate of the 
excess profits tax is either 90 per cent or 80 per cent (81 per cent or 
72 per cent after the post-war tax refund). A dollar saved is only 19 
cents earned, for some corporations. Germany has exempted from the 
excess profits tax those firms in each industry that have the lowest costs. 
(They also have to accept the lowest prices on government contracts. )* 
Perhaps some sort of marginal tax credit for cost-lowering could be 
devised. 

Employees 

The chief consequences of wartime fiscal policy on total output will 

probably appear in the volume of work performed by those below the 


executive grade. General observation suggests that the loss of part of 
a person’s income or stock of wealth will stimulate him to greater 


i. W. Singer, “The German War Economy, VI,” Econ. Jour., Vol. LIT (June-Sept., 
), p. 196 
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exertion, provided the reward held out for such exertion is not at the 
same time severely decreased. If the reward the employee has been 
receiving for the last few hours or days of work is reduced sharply, he 
may prefer actually to decrease his volume of work from the previous 
level. A flat per capita tax, though obviously unsuitable for other 
reasons, would probably cause a substantial increase in work and would 
invite no decrease. It would make the maintenance of consumption 
dependent on increased effort, and the reward from increased effort 
would not be impaired. The degree to which a given tax will exert these 
work-inducing and work-restricting effects will, of course, vary greatly 
with the environment, including, for instance, the extent to which the 
employee’s income has been increasing or decreasing in the recent past. 
But the general tendency probably remains: the heavier the tax rate 
immediately above and below the margin of the worker’s income, and 
the lighter the tax rate on the earnings up to somewhere near the 
margin, the greater is the work-restricting effect of the tax and the 
smaller its work-inducing effect. 

The following general observations on the relative work-inducing 
and work-restricting effects of various measures are qualitative only, 
or go no further than ranking, and need to be tested and filled out by 
rough estimates of some of the quantities involved. 

The income tax has both effects. The Federal Revenue act of 1942, 
in taking $188 (including victory tax, after refund) from a married 
worker with no dependents who has a net income of $2,000 a year, 
presumably exerts a work-inducing effect; but it also puts him on notice 
that the government will take at least 21.4 per cent of any reward he 
gets for such extra work, up to $1,200, and will relieve him of 21.4 
per cent of the income loss, up to $667, that he will suffer by reducing 
his volume of work. 

The important policy issue now, however, lies not so much with the 
income tax as it stands as with any addition to the tax. It is this 
possible addition, considered by itself, that must be compared with 
the retail sales tax and other measures. The technical problem is how 
to devise an addition to the income-tax rate scale that will produce the 
desired revenue, or the desired check to spending, with substantial 
work-inducing and small work-restricting effects, but also without vio- 
lating standards of equity or efficiency. One possibility is partial or 
complete exemption of overtime pay, or of the excess over standard 
pay that is earned either by working overtime, or on second and third 
shifts. 

A retail sales tax has in general somewhat less work-restricting effects 
than an addition to the income tax at the same rate, for the sales tax 
exempts savings, rentals, and expenditures on many services and, 
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hence, takes a smaller part of the marginal earnings. Moreover, to exert 
a given anti-inflationary pressure, the addition to the income tax would 
have to carry a somewhat higher rate than the sales tax. The income 
tax rate would also have to be higher to raise the same amount of 
revenue as a retail sales tax, unless the personal exemptions under the 
income-tax addition were lower than the $500-$1,200 now in force, or 
unless the sales tax exempted food. Consequently, the work-restricting 
effects of the sales tax would almost surely be lighter for all except 
those whose incomes either fell below the personal exemptions and 
credits for dependents, or reached only into a narrow bracket that was 
granted a low initial income-tax rate. This group presumably would not 
include most of the workers in war industries. 

The relative work-inducing effect varies considerably with the size 
of incomes. The sales tax would take more money than the income tax 
from those whose incomes fall below the exemption levels or rise 
above them only moderately. A 10 per cent, completely shifted retail 
tax that applied to 70 per cent of the expenditures of a couple with no 
dependent who spend all their net income would take from them 
more than a 15 per cent income tax with a $1,000 exemption, up to a 
net income of about $1,900. Above that level, the work-inducing effect 
of the addition to the income tax would be the greater. 

The preliminary indications thus seem to be somewhat as follows: 
for those in the very low income groups, the comparative net effect 
of the two taxes is doubtful, since the income tax exempts them, while 
the sales tax exerts both work-inducing and work-restricting pressure; 
for the group in the (roughly) $1,000 to $2,000 net income range (higher 
for those with dependents, lower for single persons), the sales tax is a 
smaller deterrent or a greater inducement to added effort; for those 
with higher incomes the comparison again becomes doubtful, since the 
addition to the income tax will have both greater work-inducing and 
greater work-restricting effects than the sales tax. But these conclusions 
are suggestive only, and need to be reéxamined with the aid of data 
bearing on the comparative rates of tax, the probable current spending 
habits at various income levels, and so on. 

A progressive-rate spendings tax designed to check a rise in prices 
to the same extent as a flat-rate retail sales tax would have a smaller 
work-inducing effect and a greater work-restricting effect. Comparison 
with an addition to the income tax depends on the respective rate and 
exemption schedules which in turn depend in part on the tax unit 
selected for purposes of comparison (a unit of revenue, a unit of 
inflation-checking power, and so on). It is the nature of the exemptions 
and of the rate scale rather than the tax that is decisive here. 
Compulsory lending would presumably be based either on income or 
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spending (unless a census of individual net wealth were deemed feasible 
and the apportionment clause in the Constitution were held inappji- 
cable). But in either case this element enters: the amount of assets 
held by the taxpayer which he can sell to get the money to meet the 
compulsory lending requirements. On taxpayers with such assets, and 
also on those who would in any event save enough during the year to 
meet the compulsory lending requirements, the effects would be neg. 
ligible. But on those with no capital and whose current expenditures 
were equalling or exceeding their incomes, compulsory lending would 
have appreciable effects. Indeed, the work-restricting effect might be 
more severe than that of the income tax or sales tax for those who put 
a very low value on the future use of money, since the rate at which 
compulsory lending would be imposed would in general have to exceed 
that of its tax counterpart in order to exercise the same anti-inflationary 
pressure. If those who place a low value on the future use of money 
happen also to constitute a large segment of workers in war plants, 
war output might in fact be more unfavorably (or less favorably) 
. affected by a compulsory lending program than by an equal inflation- 
checking tax. 

A borrowing policy that leads to a slow but steady rise in prices 
probably has work-inducing and work-restricting effects corresponding 
most nearly to those of the retail sales tax. But there must be important 
differences that would become evident on further study, including, 
perhaps, a greater inclination by labor to demand higher wage rates. 
A rapid, erratic rise would presumably bring results markedly different 
from any of the tax policies. It would certainly channel a large part of 
workers’ time and efforts into contests for higher wage rates. 

Widespread rationing—to the extent that it is used in place of either 
taxation or a policy that permits prices to rise—presumably varies in its 
net effect on effort not so much with the level of income, as do the 
several taxes, as with the level of time-preference and the substitute 
satisfaction to be derived from non-rationed goods. To those for whom 
a future use of money has little meaning, and whose tastes do not make 
unrationed goods close substitutes for those that are rationed, the 
work-restricting effect of widespread rationing might be more severe 
than any tax measure. The units of comparison here are difficult to set, 
however: a given amount of taxation as a substitute, not for all ration- 
ing, but for some increment of rationing. 

Perhaps a combination of taxes, each at a relatively low rate, has 4 
weaker work-restricting effect relative to the work-inducing effect than 
would one tax set at a rate high enough to get the same revenue oF 
exercise the same check to inflation. A retail sales tax at 10 per cent 
plus an addition to the income tax at 15 per cent might therefore result 
in more work than either a sales tax at 20 per cent or an addition to 
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the income tax at 30 per cent (assuming these to be equivalents). This 
possibility rests on the assumption that an individual’s awareness of 
marginal penalties is dulled more by a scattering of the taxes than is 
his awareness of the threat to his existing standard of living. Would this 
disparity in awareness be increased by adding a dose of inflation and 
a dose of rationing, allowing still lower marginal tax rates? Some im- 
portant ethical questions are obviously involved. 

Although in general the volume of work may be increased by 
intensifying the pressure of the tax on the lower segments of one’s 
income and relaxing the pressure at the margin, there seem to be cases 
where one of these operations has a much stronger effect than the other. 
The ways in which the volume of work may be altered must be con- 
sidered to determine whether the war financing pattern might be 
changed chiefly to strengthen the one pressure or to decrease the other. 

The ways in which an individual may increase his output that are 
relevant to fiscal policy probably include the following: (1) indulging 
in a smaller amount of voluntary absenteeism, or short time, including 
short hours in a day (chiefly due to late arrival) and whole days off; 
(2) seeking a job, or a new job; (3) working overtime, that is, more 
hours than in the standard day or week or month set for measuring 
absenteeism; (4) working more intensely; (5) accepting work on a 
second or third shift; (6) avoiding sickness and injuries; and (7) with 
a view to an increase in output over a longer period, sacrificing some 
immediate earnings, and perhaps also undergoing positive expenses, in 
order to obtain training. 

A fiscal policy measure or a particular tax provision may stimulate 
more work through some of these ways but not through others. The 
following suggestions are illustrative only, and validity is not claimed 
for them as a group. The academic analyst may think of many things 
that will not in fact occur to the employee himself, to say nothing of 
the points the analyst will overlook. Close collaboration is needed 
between those who are familiar with public finance technique and those 
familiar with the labor situation before a consistent fiscal program 
can be designed to stimulate work to the optimum extent. The following 
discussion, because of its necessary brevity, may seem to imply an 
impersonal operation on a third party without regard to the broader 
human and social interests involved. Actually the problem is one of 
the community, as a group of taxpayers, inquiring how it can induce 
itself, as a group of workers, to exert the optimum degree of effort, all 
things considered. 

(1) Absenteeism and Job-Taking. “Absenteeism” is used here in the 
sense of failure to put in the standard number of hours each day or 
each week expected by the management, with a resulting decrease in 
daily or weekly earnings and disruption of production schedules. This 
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excludes from consideration much ordinary absenteeism, which is not 
penalized by a reduction in earnings, and which therefore has no im. 
plications for fiscal policy.* Even among the many causes of absenteeism 
in this narrower sense, only a few have evident implications for fiscal 
policy. One is a sudden rise to an unfamiliar income level. For the 
time being, the uses to which the money will be put, including saving, 
seem not worth the effort avoided and the comfort gained by the 
absentee days or hours. Or, some of the extra money may be spent in 
ways that leave the employee indisposed to show up for work, especially 
following week-ends. Probably neither type of absenteeism can be 
diminished by an increase in the net reward for work. Correspondingly, 
an increase in marginal rates of tax presents no danger of increasing 
those types of absenteeism. Heavier taxation of the lower segments of 
the individual’s income appears to be the only fiscal instrument avail- 
able in such cases for averting the decrease in output. (“Lower seg- 
ments” refers to that part of the individual’s income that is above the 
personal exemptions and the credits for dependents but well below 
the margin of income.) 

Absenteeism by women traceable to their housekeeping responsi- 
bilities seems amenable to treatment by decreasing the marginal tax 
pressure. It might be diminished also by heavier taxation of the lower 
segments of the taxpayer’s earnings, but this kind of tax pressure might 
decide the women workers to quit their jobs entirely or to take only 
part-time work. The net result might be both less absenteeism and less 
(paid) work. The women must compare the benefit to be received 
from a money income with the added difficulty and waste in house- 
keeping that results from their inability to give it the usual amount of 
time. The pressure of taxation is exerted only on the money income; 
the imputed income from housework is not taxed under the present law. 
Moreover, the cost of a housemaid, or of nursery care for the children, 
may be an item. Perhaps some adjustments in the concept of taxable 
income would increase the housewife’s willingness to take a full-time 
job, or at least a part-time job. The cost of a housemaid or nursery care 
might, within limits, be deductible against the housewife’s earned money 
income. Complete exemption, up to some maximum, of money income 
earned by a married woman would provide an even stronger stimulus 
to work. This measure is, moreover, valid on general grounds of equal 
treatment so long as the imputed earned income from housework done 
by housewives goes untaxed.* If heavy taxation of the lower segments 

* Cf. Duane Evans, “Problems of Absenteeism in Relation to War Production,” Monthly 
Labor Rev., Vol. 56 (Jan., 1943), p. 1. 


* Great Britain exempts from the taxable income subject to the standard rate of income 
tax (32% per cent on the first £165 of taxable income and SO per cent on the og 
nine-tenths of the earned income of a wife, the exemption not to exceed £80 a year.’ 
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of the husband’s income accompanied exemption of the wife’s earned 
income, the pressure on the wife to take a money-paying position, and 
to avoid absenteeism, would be doubly strong. But if the wife were 
subject to heavy marginal tax rates, after a substantial exemption, the 
somewhat paradoxical result might easily be more women at work but 
with a high absenteeism. The net effect on output and on a harassed 
management might not be very favorable. 

All in all, the selection of a pattern of war financing, as it affects both 
husbands and wives, seems likely to have a larger quantitative effect 
per employee among the married women workers than any other group.“ 

Rationing probably increases the housewife’s willingness to under- 
take paid work, in so far as it lessens crowding and standing in line in 
shops and hence enables her to get her unpaid work accomplished more 
quickly. For the same reasons it almost surely decreases absenteeism 
on her part once she has decided to take the job. A rising price level, 
on the other hand, not only cuts into marginal (real) earnings, but also 
adds to the time demanded by housework and shopping, thus doubly 
inducing absenteeism. The infra-marginal pressure of rising prices 
affects the earnings of both husband and wife, so the net result, in terms 
of job-taking, might fall either way. 

In general, these observations suggest that the pattern of war finance 
might have an appreciable, though perhaps not a major, influence in 
increasing the volume of work as far as that can be done through 
decreasing absenteeism, by men and women, and inducing women to 
take jobs, and that the indicated pattern for this purpose is heavy 
taxation of the lower segments of a husband’s income and light infra- 
marginal and marginal taxation (or outright exemption) of women 
who have household responsibilities. Research is urgently needed to 
form some impression, if only vague, of the degree of these influences.* 

(2) Overtime. Overtime work raises the question of marginal tax- 
ation more intensely than absenteeism. Overtime implies that a higher 


further £50 exemption is allowed for a housekeeper of a widow(er). Tolley’s Complete In- 
come Tax, Sur-Tax, etc., Chart-Manual . . . for 1942-43, pp. 1-2. The federal income tax 
allows a deduction of only one-tenth of the earned income up to $14,000 and that for pur- 
poses only of the 6 per cent normal tax. 


*Of the employees studied by F. A. Wells in Great Britain in 1941 (“Voluntary Absen- 
teeism in the Cutlery Trade,” Rev. of Econ. Stud., Vol. X [Summer, 1942], p. 168), only 
26 per cent of the women who were “wholly responsible” for “catering and housework” 
in the home “kept good time” (lost an average of not more than one hour a week), com- 
pared with 43 per cent of the women “with no household ties.” 

See also Evans, Monthly Labor Review, Vol. 56 (Jan., 1943), pp. 7-8. 


cases (or 16 per cent) and in only ten of these could they be considered primary causes 
of absenteeism.” See also ibid., p. 175, par. 4. 
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than standard wage rate is considered necessary for the extra work 
even when taxation is not a factor; and when a substantial margi 
rate of tax is imposed, the tentative conclusion must be that a stil] 
higher overtime gross wage rate is necessary, if the rate is in fact 
being paid to induce work and not simply as a matter of equity. An 
employee without dependents, who earns (net after deductions), before 
overtime, more than $624 a year if single or more than $1,333 a year 
if married, finds that the stated reward for overtime is decreased at 
least 22.15 per cent by the income tax and victory tax after refund 
(21.4 per cent for the married worker). If the overtime rate before tax 
is 1.5 times the standard rate before tax, it must then be, in these 
cases, 1.9 times the standard rate before tax if it is to be, after tax, 
1.5 times the standard rate before tax. 

But there arises a factual question concerning effective inducement: 
Does the prevalent time-and-a-half rate for overtime reflect chiefly a 
necessity to maintain a certain ratio to standard time, or does it reflect 
chiefly an absolute level of earnings, in dollars and cents, that is neces- 
sary to be an effective inducement? If a worker earns $1.00 an hour 
on standard time and $1.50 overtime when there is no tax and if a 
21.4 per cent marginal-rate tax is then imposed both on the $1.00 and 
on overtime earnings, thus reducing the standard rate to 78.6 cents, is 
the necessary inducement to overtime then apt to be nearer $1.91 
an hour (yielding $1.50 net) or nearer $1.50 (which of course yields 
50 per cent more than the standard rate on a net-after-tax basis)? The 
question supposes no strong infra-marginal effects: the tax is thought 
of as applying only to the last few of the standard-rate hours, owing 
to the personal exemption and credit for dependents. If “nearer $1.50” 
is the answer, particular significance will attach to the breaking points 
where overtime earnings are all that is needed to lift the employee 
into a sharply high-rate bracket. 

The present law has one severe lift, namely, into the first surtax 
bracket, which carries a 13 per cent rate. For single persons this occurs 
at a net-income level of $500; they move into it directly from a non- 
taxable status (excepting social security taxes). For married couples 
or heads of families, this lift occurs at $1,200 ($350 higher for each 
dependent); they move into it from a victory-tax status, where they 
have been paying 3 per cent, or slightly less with dependents (net 
after refund), on marginal earnings. Both types of taxpayer experience 
another jump of 5.4 points in the tax rate when they pass $555 (single) 
or $1,333 (married—higher of course if dependents) and hence exceed 
their 10 per cent earned income credit and become subject to the flat- 
rate normal tax. A breaking point of $500 is presumably of no practical 
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consequence when overtime is the point at issue, nor even $1,200; but 
for workers with dependents, where the sharp rise in marginal rate 
will occur at a much higher level, there may be a question that is worth 
further study. A married man with three children, earning $2,250 on 
standard time, finds that if he works overtime his overtime pay will be 
cut 13 per cent (18.4 per cent when he passes $2,500), while the mar- 
ginal rate on his standard pay has been only 2.7 per cent (excluding 
payroll taxes) and the total tax $43.90. Rationing, or inflation, does not 
so sharply diminish the relative value of overtime pay. 

(3) Piece Rates. The effect of fiscal policy on the volume of work 
done by those who are working under piece rates or bonus rates is 
perhaps more nearly like the effect on absenteeism than on overtime, 
in so far as an added amount of work is not paid for at a higher rate 
than the marginal amount of work. 

(4) Second and Third Shifts. The higher pay needed to induce 
work on second or third shifts produces a problem for fiscal policy 
that appears closer to that of overtime than to absenteeism. But the 
worker’s alternative is not so clear and the case obviously requires 
special study. 

(5) Avoiding Sickness and Injuries. A deduction for medical ex- 
penses, in computing taxable net income, may have some slight effect 
in inducing a few employees to spend more freely on genuinely pre- 
ventive medicine. The deduction allowed in the Revenue act of 1942, 
however, was not inserted with this end in view, and is not particularly 
suited to it, since it allows deduction only of that part of the medical 
expense that is in excess of 5 per cent of the taxpayer’s net income. 
(In no case can more than $1,250 be deducted by a single person or 
$2,500 by a head of a family or married couple.) Good food and 
adequate sleep and recreation are probably the best preventive medi- 
cines; the personal exemptions and credits for dependents are useful 
in this respect. Injuries seem scarcely open to reduction by fiscal 
policy. 

If victory is achieved within a year, these remarks on the volume 
of work will prove superfluous. But for a longer war it may be danger- 
ous to ignore the effect of fiscal pclicy on labor output, even under 
the most rigid system of direct man power allocation that is practicable. 
Germany, where such allocation is presumably pushed as far as it 
ever will be in the United States, has exempted “all special overtime 
and similar rates . . . from the wage tax and also from the income 


‘H W. Singer, “The German War Economy in the Light of Economic Periodicals,” 
Econ. Jour., Vol. LY (June-Sept., 1941), pp. 200-01. 
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An Example of Increased Taxes and Earnings 


In the following case, picked more or less at random, the federal 
income tax has just about kept up with the increase in earnings. The 
average hourly earnings of workers in a number of airframe plants jp 
the mid-continent region were 86.7 cents in May, 1942, including the 
influence of overtime rates, higher straight-time rates for second and 
third shifts, and, in one company, a profit-sharing plan. The average 
number of weekly hours worked was 46.9.” The product of these items 
is $40.66, the indicated average weekly earnings. An employee who 
put in 50 of these weeks would earn $2,033. If this amount is earned 
in 1943, and if expenses deductible for income tax purposes are nearly 
10 per cent, or $200, a single worker’s federal income tax on his 1943 
earnings, under the Revenue act of 1942, will be, to the nearest 
dollar: 


Net income $1,833 
Personal exemption 500 

$1,333 
Surtax, at 13% $173 
Earned income credit 183 
Normal tax net income $1,150 
Normal tax at 6% 69 
Income tax $242 
Victory tax on $2,033 (after refund) 53 
Total tax $295 


On any earnings additional to the $2,033, not bringing the total to 
more than $2,700, he will pay 22.15 per cent. An average hourly wage 
of 86.7 cents, for instance, that he might earn by working a fifty-first 
week, would be cut to 67.5 cents an hour after tax. 

Under the Revenue act of 1941, applying to income earned in 1941, 
the single worker with earnings of $2,033 and deductions of $200 
would have paid: 


Net income $1,833 
Personal exemption 750 
$1,083 
Surtax at 6% $ 65 


* Monthly Labor Review, Vol. 55 (Oct., 1942), p. 774. 
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1943] 
Earned income credit 183 
$ 900 
Normal tax at 4% 36 
Total tax $101 


Hence, if his income had remained unchanged, his tax would have 
increased from $101 to $295, imposing a burden of $194 to be met by 
cutting consumption, or savings, or by working more. But a greater 
amount of work is now necessary to make up a given amount of the 
burden, since the 1941 law would have taken only 9.6 per cent of any 
additional earnings (up to earnings of $2,950). In fact, however, the 
airframe worker’s income has not remained unchanged. The average 
hourly earnings comparable to the 86.7 cents given above was 69.2 
cents in July, 1941, 74.0 cents in October, 1941, and 83.2 cents in 
December, 1941. Data are not given for earlier months, but if an 
average of 75 cents is assumed, with unchanged hours (actually, hours 
worked rose about 4 per cent from July, 1941, to May, 1942), the yearly 
(50 weeks) earnings would be 86% per cent of $2,033 or $1,759, and 
the net income, after $200 deduction, $1,559. The tax would have 
been (1941 act): 


Net income $1,559 
Personal exemption 750 
$ 809 
Surtax at 6% $ 49 
Earned income credit 156 
653 
Normal tax at 4% 26 
Total tax $ 75 
(1942 Revenue act, tax on $1,833 net income $295) 
(Increase in tax $220) 


Under an unchanged volume of work, earnings before tax rose $274, 
while the tax increased $220, partly because of the increase in earnings, 
but chiefly because of the increase in rates. Disregarding the rise in 
the cost of living, and restrictions on the use of money by rationing, 
there was no net pressure put on this hypothetical “average” single 


dirlrame employee to work more in order to protect his standard of 
living or of saving, “net” referring to the combined effect of the increase 
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in wage rates and the increase in taxes. The net marginal reward for 
a fifty-first week of work meanwhile remained unchanged: In 194), 
75 cents before tax, and 67.8 cents after tax; in 1943, 87 cents before 
tax and 67.7 cents after tax. The final result would in this example be g 
slight diminution in the incentive to work an extra week. The data, but 
probably not the general results, would vary for married workers and 
those with dependents. 

Wage surveys by the British Ministry of Labor, covering wage 
earners in 16 industries in Great Britain and Northern Ireland, show 
weighted average earnings per week of 77s. 9d. for January, 1942 
A single worker earning this amount for 50 weeks, or £194, 7s. 6d. in 
the year, pays the following income tax under the Finance act of 1942" 
shillings and pence omitted: 


Statutory income from all sources £194 
Less allowable charges on income (sim- 
ilar to the U. S. deductions from gross 


income)—say, 10% 19 
Total income £175 
Less one-tenth of earned income (one- 
tenth of £175) 17 (1/6 in 1940/41, 
— or 29) 
£158 
Less personal allowance 80 (100 in 1940/41) 
£ 78 
Income tax on first £165 of taxable in- 
come, at 6/6 rate (i.e., 3214%) 25 


Post-war credit: 6/6 on reduction in 
earned income and personal allow- 
ances since 1940/41, i.e., 324%2% of 
£32 10 
Income tax net of post-war credit £ 15 
Per cent of net tax to statutory income 7.7% 
Marginal tax rate on further earnings 
(up to statutory income of £281) about 27% (after 
allowing for effect 
of earned income 
credit) 


* Monthly Labor Review, Vol. 55 (Sept., 1942), p. 587. 
* Tolley’s Complete Income Tax ... Chart Manual . . . for 1942-43. 
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At $4.00 == £1, a statutory income of £194 would be equivalent to 
a gross income of $776, much lower than the $2,033 in the airframe 
example above. If, nevertheless, a comparison is made with that 
example, and if both taxes are reckoned net after deducting the post- 
war credit, the federal tax takes a substantially larger percentage of 
the earnings (14 per cent of $2,033 earnings against 8 per cent of $776 
earnings at $4.00 == £1), while the marginal rate of the British tax 
is higher (about 27 per cent against 22.15 per cent). The federal tax 
on $776 gross income, assuming 10 per cent deducted for expenses, 
is only $39 after refund. 


Allocating Requisite Proportion of Total Input to War Effort 


A war-finance pattern, to the extent that it makes unnecessary a 
drain on the economy’s man power and other resources to staff activities 
like rationing and price fixing, may release more administrative resources 
than it absorbs, thus allowing an intensification of the war effort. To 
the extent that a high interest rate, for instance, induces people to 
refrain from spending, the interest may be regarded not as a mere 
transfer payment but as a reward for effecting the release of resources 
that would otherwise have been tied up in administering more wide- 
spread or intensified rationing and price control. Distributional con- 
siderations, of course, soon set a limit to this method of economizing 
on man power. The country would not stand for a 20 per cent interest 
rate on war savings bonds no matter how much in resources it would 
release from direct-control activities. Taxation is more promising in 
this regard. To be sure, there perhaps exists a point where the marginal 
absorption of resources in administering a drastic program of taxation 
would meet the declining marginal amount of resources absorbed by 
the shrinking program of direct control; but this consideration is 
unimportant in practice. For other reasons, wartime tax programs stop 
far short of that point. 

No matter how elaborate the machinery of allocations, priorities, 
controlled materials, and so on, there is still some play for individual 
business decisions, here and there, to determine whether certain re- 
sources shall be devoted to the war effort or instead to civilian desires 
that are not essential. If, owing to heavy taxation or compulsory 
lending, the civilian desire is not translated into effective demand, the 
resources go to war, and the credit goes to the war-finance program. 
But are the quantities of resources to which this option is still open 
significant? To judge from current lack of comment on the point, they 
are not; but in a total war, especially one that threatens to last more 
than a year or two, they will surely bear examination. 
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A third way in which fiscal policy could increase the proportion of 
resources devoted to the war effort is by allowing a deduction, in 
computing the net taxable income of individuals, of expenditures jp. 
curred in moving oneself and one’s family to a city where a war job 
is available. Similarly, deduction might be allowed for commuting 
expenses where the amounts were greater than those usually incurred 
by most commuters in the given area in peacetime. (To allow full 
deduction of all commuting expenses would tend to disturb the existing 
structure of rents and commuting costs.) The expenses incurred in 
looking for a job might also be made deductible. The existing law does 
not mention any of them specifically, but they have all been held non- 
deductible by the Internal Revenue Bureau or the Board of Tax Ap- 
peals (now the Tax Court).*° 


Equity in War-Time Sacrifice among Consumers 


In peacetime the distribution of consumer goods and services sold 
by private enterprise is determined by the price system in conjunction 
with whatever pattern of taxation and borrowing has been adopted for 
financing given public expenditures. In wartime, when shortages grow 
more acute and localized, the influence of the public-finance pattern, 
in determining who is to have the right to consume how much, is 
increased, except in so far as the problem is taken out of the price-and- 
public-finance system and is solved instead by rationing. To the extent 
that there is some question whether that shift should be made, taxation 
and rationing can be regarded as more or less close substitutes, and 
one of the problems of war finance becomes under what circumstances 
and then to what extent shall war finance be relieved of responsibility 
for determining the distribution of consumer goods and services. 

When a widely used commodity (sugar, for instance) suddenly 
becomes abnormally scarce relative to other commodities and also 
relative to what it was in peacetime, its distribution can hardly be left 
to the working of a freely moving price system, however mitigated by 
heavy taxation of those who would otherwise be able to bid highest 
for the commodity. The heaviest, most highly progressive addition to 
the income tax that the community would tolerate for the sole purpose 
of handling an acute sugar shortage would fall too far short of creating 
the equal per capita physical distribution that is generally accepted 
as the approximate goal in such a case. The price would rise, the well- 

* Prentice-Hall Federal Tax Guide (New York, 1942), pars. 11,274 and 11,280. 
“Each worker commuting from Detroit to Willow Run pays about $1.00 a day, or about 
$25 a month, in fares.” J. B. Blandford, Jr., Investigation of the National Defense Program, 


Hearings before a special Committee Investigating the National Defense Program, U. S. Sen. 
77th Cong., 1st sess., Pt. 12, p. 5255. 
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to-do would still be able to consume about as much as they did before; 
the very poor might have to go almost completely without. 

The community’s unwillingness to tolerate the resulting pattern of 
sugar distribution is not inconsistent with its willingness to tolerate the 
existence of the low incomes. Indeed, that unwillingness does not neces- 
sarily indicate opposition to distributing the sugar under a freely mov- 
ing price system after enough time has elapsed to allow factors of 
production to flow from other fields into cane growing and grinding, 
sugar refining, transportation, retail service, and so on. But there 
is opposition to the new, markedly different pattern of spending that a 
consumer of low income must adopt over the short period until time 
has allowed a flow of production factors into sugar and away from 
producing things on which he is now willing to spend less than he had 
been spending relative to sugar. Aside from some complex direct control 
of production, however, there is no way to get this long-term adjust- 
ment except by allowing the sugar price to rise. Rationing will tend 
to freeze the short-terra shortage. But in war the acute shortage of 
sugar, relative to other commodities and also relative to what it was in 
peace, may show every prospect of being frozen anyway, and not 
reducible by a rise in sugar prices. Hence there is reason to accept 
some rationing plan to remove the short-term inequities of distribution. 
In this situation no question arises of choice among fiscal measures; 
here, no fiscal measure can do what rationing can do. 

The shortages that are abnormal (compared with those of other 
commodities and also compared with peacetime scarcities) may spread 
over many segments of the economy and embrace not only sugar but 
also gasoline, meat, dairy products, canned fvods, and dwelling space 
in certain areas. In those circumstances, it is by no means evident at 
first glance whether the pattern of distribution of all commodities is 
much more equitable under a system of rationing of the abnormally 
scarce commodities than the results that would be achieved by letting 
the distribution, even over the short period, be carried out through 
freely moving prices accompanied by very heavy and steeply progres- 
sive taxation ot incomes. If the issue were clearly defined and all the 
major distributive consequences of the two policies were set forth, 
there would probably develop considerable differences of opinion, not 
necessarily correlated with income. 

Finally, the abnormal shortages may appear in almost every com- 
modity or service, and hence become abnormal chiefly in comparison 
with their respective peacetime shortages rather than compared with 
those of other commodities. Consideration may then be given to general 
expenditure rationing. And it may then be very difficult indeed to 
decide whether such a rationing system can give a much more equitable 
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pattern of distribution than heavy, progressive general taxation of te 
income. The difference in the resulting pattern of distribution of cop. 
sumers’ goods may be negligible if the tax measures include the expendi. 
ture tax imposed at a steeply progressive rate. Under such fiscal é 
measures, nearly as much as under general expenditure rationing, the p 
amount of goods-in-general that is available to any individual is fixed a 
by authority. And, in contrast to the result under a series of specific 
rationing measures with prices fixed for each commodity, the pattern ti 
of consumption for consumers as a whole, the relative proportions of fi 


various finished goods consumed, is free to vary so far as civilian i 
resources can be shifted around to meet the changes in taste of con- i 
sumers. These changes are indicated by rising prices here and falling i 
prices there, or, under a point system, by a run on some goods and a 
piling up of others until the points are changed. 

The pattern, as distinct from the amount, of any one individual's 
consumption would be fixed by his tastes relative to those of the others. 
At this stage of almost universal abnormal scarcities, the choice between 
fiscal measures and general rationing will have to be made chiefly on 
grounds other than equity in distribution of commodities. As has been 
seen, the same conclusion is to be reached, but for quite a different 
reason, when the abnormal shortage affects only one commodity (or 
a very few). In that case, there really is no choice between rationing 
and taxation, since taxation cannot do at all what rationing is there 
designed to do. It is in the middle area, into which the United States 
is now moving, where the abnormal shortages are widespread but by 
no means universal, that it is especially important to discover the rela- 
tive possibilities in the distribution of consumer goods and services that 
can be obtained under rationing on the one hand (multi-commodity, 
specific rationing) and heavy progressive-rate increases in income tat- 
ation, compulsory lending or expenditure taxation, on the other hand. 


Facilitating Economic Adjustment in the Post-War Period 


Public-finance policy in the post-war years will doubtless reflect a 
conscious effort to select a pattern of taxation and of borrowing ot 
debt retirement that will promote a high average level of efficient 
employment under private enterprise. This responsibility can scarcely 
be escaped; the amount of money passing through the Treasury wil 
be so large relative to the money flow in the economy as a whole that 
even small percentage variations in deficits or surpluses, in the yield 
of a major tax, and so on, will change substantially the total money 
stock, its distribution and transfer. The minimum federal budget, for 
the years following the end of a major “policing” period, now appears 
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to be about 20 billion dollars and may be much more if the war lasts 
beyond 1945." 

In the periods when, despite the best of fiscal policies, private 
employment fails below a tolerable level, the federal government will 
presumably offer deficit-financed direct employment of one sort or 
another to keep a floor under national dollar income. 

These considerations will evidently take precedence from time to 
time over the older norms of annually balanced budgets, capital budgets 
financed by borrowing and expense budgets financed by taxation, tax 
increases designed to cover at a minimum the interest on a year’s 
increase in the debt, debt redemption limited to some uniform annual 
figure or percentage, and so on. But there will be very great intellectual 
difficulties in forecasting, within a tolerable range of error, what quanti- 
ties of what kinds of taxation, and borrowing or debt redemption, will 
be consistent at any given time with a high level of private employment. 
Recent experience has demonstrated how difficult it is to estimate 
within several billions the amount of taxation needed for one relatively 
simple objective like the prevention of price inflation in an economy 
where direct control has eliminated or diminished many of the eco- 
nomic unknowns that will reappear after the war. 

Compilation of data on size distribution and ownership distribution 
of bank deposits, possibly correlated with income as shown on income 
tax returns, is an example of the kind of information that must be made 
available if fiscal policy is to be something more than rough guesswork 
after the war. Sample studies indicating the distribution of incomes by 
sizes, repeated at short intervals, are another requisite to intelligent 
fiscal policy. When even careful estimates of tax yield must change as 
greatly as they have in recent months, owing partly to lack of data on 
the changing distribution of incomes, how much can be expected of 
fiscal policy? 

Moreover, there is a big task of self-education and self-restraint 
ahead for the government and the public generally, which may be 
illustrated by considering whether post-war use by the federal govern- 
ment of money newly created at zero or nominal interest would release 
an inflationary flood of public spending. 

These counter-considerations indicate that the older norms will not 

“Federal budget expenditures for the fiscal year ending June 30, 1940, were 9 billion 
dollars including one billion interest, 1.9 billions work relief, 1.6 billions national defense, 0.6 
billion veterans’ pensions and benefits, 1.4 billions aid to agriculture, and 0.4 billion social 
security. Post-war defense could easily be 5 billions higher, veterans’ benefits and pensions, 
2 billions, and the interest charge at least 2 billions more; increased federal aid to states 
and localities may be expected, for social security, education, and perhaps for general pur- 


poses, to relieve post-war financial crises; and a somewhat higher price level must evi- 
dently be anticipated. 


1943] SHOUP: PROBLEMS IN WAR FINANCE 93 


of 
con- 
ndi- 
Scal 
, the 
fixed 
cific 
tern 
is of 
ilian 
COn- 
ling 
da 
al’s 
ers 
yon 4 
ent q 
(or j 
ing 
rere 
ates 
by 
ela- 
hat 
ity, 
ax- 
nd 4 
ta 
or 
ent 
dy 
Wil 
hat 
eld 
for : 4 
3 


92 THE AMERICAN ECONOMIC REVIEW [MARE 


be entirely discarded and they probably argue for a pattern of war 
finance that minimizes the magnitude that must be handled by the 
federal government after the war. Those amounts promise to be large 
enough, in any event, to provide plenty of occupation for the stock of 
fiscal skill that will have been built up by the end of the war; and ij 
the skill turns out to be greater than hoped for, the opportunities to 
use it can be readily found. It is important for the fiscal branch of 
the government to abstain from irrevocably locking itself, through its 
war-finance policy, to a machine too big for its managerial capacity, 
where an error in economic judgment by a few men would have 
intolerably bad consequences (among them, the destruction of faith 
by the public in the efficacy of fiscal measures). 


Post-War Implications of Low Interest and High Interest War Loans 


Heavy taxation during the war tends to minimize the post-war 
problems. But probably no one would advocate complete balancing oj 
a wartime budget on that consideration alone. The pattern in which 
the remainder is borrowed will in its turn influence the difficulty of the 
post-war fiscal problem. Two contrasting policies are here at issue. 
In their extreme forms they are: a high-interest-no-new-money policy 
of borrowing on securities not redeemzble at the holder’s pleasure; and 
one based on zero or nominal interest rates through the creation of 
new money within the banking system. 

The interest payment on the federal debt passes in large part, 
directly on indirectly, with various lags, into the hands of consumers. 
They spend part of it and hold the rest more or less available for invest- 
ment. A post-war economy in which this annual interest flow was, say, 
8 billion dollars would presumably require more tax revenue than one 
in which it was only 3 billions. The additional tax revenue needed (to 
obviate a post-war inflation) might not be 5 billions, but it would 
probably exceed the tax on the interest itself that would be forth- 
coming under a tax structure fitted to an economy with a 3 billions 
flow of interest; hence higher tax rates or new taxes would be necessary. 
Opposition to such tax measures might force the elimination of some 
marginal social services or, alternatively, increase the danger of price 
inflation. And if the taxes were voted, the effect of their marginal rates 
in deterring private enterprise from taking essential business risks 
might increase unemployment. 

The post-war interest flow can be kept relatively small by heavy 
taxation during the war; or by tremendous taxation to redeem the 
debt, as under a capital levy, shortly after the war; or by borrowing 
from the banking system at low or nominal rates of interest instead of 
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from individuals and corporations at the high rates needed to induce 
voluntary long-term iending. This bank borrowing could be accom- 
plished either during the war, or to refund in the post-war period low- 
rate or no-interest bonds sold to the public during the war under 
compulsory lending plans. But the program of low interest rates, in- 
creasing as it would the volume of bank deposits either during the 
war or in the post-war period, probably connotes more rationing and 
price control in the post-war period than otherwise. Private enterprise, 
here and abroad, will presumably be willing to pay a fairly high interest 
rate to get command over a substantial block of the economy’s re- 
sources, barring marginal tax rates so high that much risk-taking is 
checked. This assumes that, as a consequence of wartime destruction, 
a large amount of capital replacement and expansion will appear profit- 
able. At the low interest rates that the large volume of demand deposits 
would for a time make possible, investment demand might be great 
enough to require either a rationing among investors or a rationing of 
consumers to allow the investment demand to be satisfied. 

A large war debt seems likely, therefore, to bequeath to the post-war 
economy either rationing, if a policy of very low interest rates has 
been followed, or, under a high-interest policy, a check to essential risk- 
taking under private enterprise and a smaller volume of government 
services than otherwise. The post-war taxation necessary to repay a sig- 
nificant portion of the debt, whether as a capital levy or in some other 
form, is a theoretical, third possibility, but in fact it can scarcely be 
counted on. Incidentally, before the federal government could impose a 
capital levy, the Constitution would have to be amended, in view of the 
apportionment clause concerning direct taxes. 

The fiscal authorities would probably face a more difficult intellectual 
problem in the post-war period if the wartime economy had followed 
a policy of borrowing at low interest rates—that is, borrowing from 
the banking system and, on bonds redeemable at the holder’s pleasure, 
from the public—than if the same volume of securities had been sold 
to individuals and non-banking corporations at substantial rates of 
interest. A large amount of demand deposits, or immediately potential 
demand deposits in the form of redeemable bonds in the hands of con- 
sumers, would increase the difficulty of forecasting consumer expendi- 
tures for any appreciable length of time, even under whatever rationing 
and price control the political situation would then allow. And if the 
result were an inflationary rise in prices, further prediction might 
become hopeless. 

What are the practical alternatives? If the war ends by 1945, and if, 
for example, new tax laws provide 15 billion dollars a year more revenue 
in fiscal 1944 and 30 billions more in fiscal 1945 than would be collected 


ne 
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under the existing tax system, a nominal-interest policy for the remaip. 
ing wartime borrowings could result in a post-war annual interest charge 
of only slightly more than 3 billions, compared with 2 billions at the enq 
of 1942. But total demand deposits (excluding interbank deposits) and 
currency would have risen to about 175 billion dollars, compared with 
60 billions on June 30, 1942."* They might be somewhat less if business 
used its idle cash to pay off some of the 16 billions of loans, other than 
the 10-billion-dollar loans on real estate, in the banking system on June 
30, 1942. 

A policy of borrowing at a rate of interest high enough to avoid further 
recourse either to the banking system (during the war or in the post-war 
period) or to bonds redeemable at the holder’s option like the savings 
bonds, poses the question of how high such a rate would need to be. If 
it had to average 4.5 per cent on new borrowings after the end of fiscal 
1943, the annual interest charge in the post-war period would be between 
7 and 8 billions if the war ended by 1945; the total of demand deposits 
(excluding interbank deposits) and currency would remain at about the 
95-billion level assumed for the end of fiscal 1943." 

There seems to be a substantial body of opinion among wealthy 
investors that interest rates will rise after the war if not before. 
Otherwise, it is difficult to account for the poor showing of the Treas- 
ury’s December finance drive with respect to purchases by individuals. 
Only 61 per cent of the total of 12.9 billion dollars was subscribed by 
non-banking sources,** an amount that seems small when it is recalled 
that the volume of demand deposits (adjusted) and currency and coin 
was apparently somewhere near 70 billions at that time, and that much 
of the 61 per cent was taken by institutions other than banks. Even with 
all possible allowance for business demands for money holdings, there 
must be many billions of idle deposits and currency; and the only sensible 

* These figures are based on the following assumptions: (1) fiscal 1943 deficit, 60 billions 
(average interest 114 per cent), of which 35 billions is met by borrowing from banks, (2) 
fiscal 1944 expenditures, 109 billions, and receipts 50 billions, leaving a deficit of 59 billions, of 
which, say, 45 billions would be borrowed from banks; fiscal 1945 expenditures, 120 billions 
(assuming a slight rise in prices), and receipts, 70 billions, leaving a deficit of 50 billions, of 
which, say, 35 billions would be borrowed from banks; (3) borrowing new money and 
refunding in fiscal 1944 and fiscal 1945 at an average of about % of 1 per cent, thus lowers 
the computed average rate from 2.3 per cent at the end of fiscal 1942 to about 1.4 per cent 
by the end of fiscal 1945. See Annual Report of the Secretary of the Treasury .. . for the 
Fiscal Year Ended June 30, 1942, p. 18, and the Budget for the fiscal year 1944. A lower 
interest charge and a higher total of demand deposits would, of course, result from a nen 
extreme policy of zero-rate borrowing from the Federal Reserve banks to “refund all 
maturing issues, as well as to meet the new demands. These estimates purposely beg the 


question whether it would be possible to hold prices down to a “slight rise” under this kind 
of financing. 


* 4.5 per cent on 109 billions deficit for fiscal 1944 plus fiscal 1945 is 5 billions. 
* Treasury Department press release, January 2, 1943. 
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reason for not putting them into the 2% per cent bonds would be fear 
of a price decline due to a rise in the interest rate. 

An in-between policy, leaning heavily, however, toward new money 
and redeemable bonds, would require some change in the interest-rate 
assumptions adopted above. If the present Treasury policy were con- 
tinued, so that almost half the borrowing were from the banking system, 
chiefly from the commercial banks instead of the Federal Reserve 
banks, and a substantial part of the remainder were in savings bonds 
redeemable at the pleasure of the holder; and if bank borrowings 
henceforth averaged 1 per cent interest and non-bank borrowings 
214 per cent, the annual interest charge at the end of fiscal 1945 would be 
nearly 3 billion dollars higher than at the end of fiscal 1942, or between 
4 and 5 billions altogether. Demand deposits and currency would then 
total almost 150 billions; and savings bonds redeemable at the holder’s 
option, perhaps about 40 billions. 

These figures may easily prove to be widely in error. But some such 
calculations must be attempted before deciding how far it is worth 
while to urge more taxation during the war, and what kind of borrow- 
ing policy to follow in obtaining the rest of the money. More than that, 
some calculations need to be made concerning the distribution of the 
demand deposits and currency among various types of holders (for 
instance, business versus non-business; individuals at various income 
levels) to reach some reasonable assumptions about the degree of willing- 
ness that will exist to hold much of this money relatively idle. 


Other Post-War Implications of War Finance 


The speed with which the post-war economy can increase the output 
of consumer goods will depend in part on the severity with which the 
civilian goods plant and equipment have been worked during wartime. 
The amount of civilian consumption during wartime is not purely a 
residual, fixed by the war effort. It can be expanded by working for 
long hours and at high speeds the machinery that is not convertible to 
War output; it must be compressed if such machinery is to continue 
on into the post-war period with a high potential. Perhaps some sample 
studies could indicate whether this consideration is of more than minor 
importance for the economy as a whole, and whether fiscal pclicy, as 
compared with rationing, could be specific enough in its effects to be 
very helpful. 

Individuals who reached, before 1941, their lifetime peaks in the 
accumulation of savings, will probably pass through the war only 
lightly touched compared with those of a younger generation whose 
earning or saving power has not yet reached its maximum. This result 
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follows from the fact that the federal revenue system, with the excep. 
tion of the estate tax, is based not at all on net worth, or capity 
accumulation, but strikes heavily at annual income. In general, thx 
property-owning groups will probably contribute much less to the §. 
nancing of the war, relative to their potential command over thy 
economy’s resources, than will the others. This does not necessarily 
imply that they will thereby get an unfairly large share of consumer: 
goods during the war; rationing and heavy expenditure taxation could 
prevent that. But they will almost surely emerge into the post-war 
period with a potentially powerful call on the economy’s output. 

The lack of capital taxation during the war may thus give rise to 
what may be considered in post-war years a major distributive injustice, 
Perhaps these considerations justify special taxation of property in. 
comes at high rates during the war. To some extent, and in an indirect 
way, the heavy corporation income and excess profits taxes accomplish 
this aim, but it might be preferable to go directly to the investor. 
Certainly the mortgagee, the landlord, the annuitant, and the holder of 
idle cash are coming through the war at relatively light cost in terms of 
their post-war opportunities, unless indeed taxation and forced lending 
are so inadequate that an inflation “tax” is imposed on those groups. 
It must be confessed that an inflationary rise in prices is the only 
general, powerful instrument that the federal government possesses 
for taxing moneyed capital, and it is of course capricious and not 
universal. The tax takes the ostensible form of a negative rate of real 
interest on holdings of money or fixed income investments. 

Allied to the problem of capital taxation is the question to what 
extent is it desirable to decide once and for all, during the war, how 
the financial burden of the war shall be distributed among individuals. 
Wartime taxation settles the matter; wartime borrowing leaves it open. 
The danger in trying to settle the whole matter during the war is that, 
in the absence of taxation based on capital value, or rates on property 
income greater than 100 per cent, the settlement can be made only by 
calling on low incomes or work incomes to a much greater degree than 
is generally desired. One way to ascertain how nearly the wartime 
system has approached this point is to compare the way in which the 
additional wartime taxes would be distributed with the distribution 
of the additional post-war taxes that could instead be imposed to pay 
off compulsory wartime loans. 

The post-war requirements might prove to be so great that they 
would absorb, at a minimum, all that could be obtained from a full 
continuation of the highest practicable wartime rates on the uppe! 
income groups (say, those with incomes over $5,000 a year) and those 
with substantial accumulations. In that perhaps unlikely case, the 
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option is merely between (1) taxing the others heavily during the war 
and lightly after the war and (2) taxing them at an in-between level 
apita both during and after the war. But even that option would pose some 


rs ie possibilities of large shifts in relative disposable-income status in the 
fi. 


Excep. 


post-war period. 


a th If part of the final settlement can be postponed, more of the total 
tae financial cost can be imposed on the wealthy and on those with large 
ners 


incomes than if none of the settlement is postponed. But postponement 
Could brings its own distributional difficulties. Postponement means a larger 
‘to amount of post-war taxation than otherwise. If it takes the form of 
widespread impersonal taxation, as under a retail sales tax, the result 
will almost surely be some taxation of certain individuals that the com- 
munity might desire to spare, or at least tax lightly—for instance, war 
veterans. 

Further general speculation of this nature on post-war distributional 
considerations may be fruitless and even confusing, but the foregoing 
conjectures perhaps indicate a need for some immediate plotting of 
possibilities in rough detail. 
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A NOTE ON KINKED DEMAND CURVES 


By CLARENCE W. EFrroyMSON* 


R. L. Hall and C. J. Hitch, in their very stimulating article “Prig 
Theory and Business Behavior,” point out that when oligopoly ele. 
ments are present, the producer of a differentiated product is likely 
to think that the demand curve for his product is “kinked,” and that 
the kink occurs “at the point where the price, fixed on the ‘full-cost’ 
pricing policy, actually stands” (p. 23). The fact of the kink in the 
demand curve, if the angle at the kink is obtuse,” introduces certain 
elements of stability in the existing price. This the authors clearly 
demonstrate; but they do not consider the possibility that under certain 
circumstances the angle may be greater than 180° (reflex). Their 
article is primarily concerned with another proposition, namely, that 
“a large proportion of businesses make no attempt to equate marginal 
revenue and marginal cost’; that, instead, “there is a strong tendency 
among business men to fix prices directly at a level which they regard 
as their full cost’ (pp. 32-33). 

With the latter thesis, which like the supposition of a kink in the 
demand curve, is based on investigations made during the years pre- 
ceding 1937 by the Oxford Research Group,‘ I am not here concerned, 
except as it relates to the kinked curve. But I shall attempt to show that 
it is in so far as business men attempt to equate marginal cost with mar- 
ginal revenue that the obtusely kinked demand curve implies a degree of 
stability in price; and that there is no necessary relationship, as seems 
to be implied by the first quotation above, between the “full cost” 

* While on leave of absence from his position as associate professor at Butler University, the 
author is with the War Production Board in the Redistribution Division, Requisitioning 
Branch, Price Determination Section. The views expressed are the author's personal 
opinions. 

*R. L. Hall and C. J. Hitch, “Price Theory and Business Behavior” in Oxford Economic 


Papers, no. 2 (May, 1939), pp. 23 ff. In the following, the “authors” are always Hall and 
Hitch. 


* Measured on the side toward the axes. I shall apply the term “kinked” to demand 
curves whether the angle is greater or less than 180°. If less than 180° the curve i 
“obtusely kinked” or “obtuse.” (This is the authors’ “kinked” curve.) If the angle & 
greater than 180°, it is a “reflex” curve. 

*Full cost is “not unfairly generalized” as “prime” or “direct” cost per unit, plus 
percentage to cover overheads, “and a further conventional addition (frequently 10 pt 
cent)” for profit. Hall and Hitch, op. cit., p. 19. 

*See R. F. Harrod, “Price and Cost in Entrepreneurs’ Policy,” Oxford Economic Papers, 
no. 2, p. 2, as well as the article by Hall and Hitch. 
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policy and the fact of a kink in the demand curve. For the rest 


pricing 
I shall briefly discuss certain implications of the obtuse curve, and the 


possible existence of an opposite kind of demand curve which, for want 
of a better name, I have called a reflex demand curve, and the relation- 
ship of both to cyclical fluctuations of business activity. 


1. The Kink in the Obtuse Demand Curve and Price Stability 


In Figure 1 (on page 100), which is reproduced® from the article by 
Hall and Hitch: 

AA, is the demand for the product of a firm if rival firms maintain 
their prices at the existing levels’ (non-oligopolistic, or Marshallian 
demand curve). 

BB, is the demand if the rival firms vary their prices in response to 
changes in the price of the estimating entrepreneur (oligopolistic de- 
mand curve).' 

APB,, described as a “kinked demand curve,” is the demand accord- 
ing to which the entrepreneur determines price and output (the 
“critical” demand curve) when in the opinion of the entrepreneur: 

1. If he reduces his price below the actual market price, his rivals 
will do likewise; and 

2. If he raises his price, his rivals will maintain the presently existing 
price. 

From this it follows that the discontinuous curve MR.Q, RMR» is 
the marginal revenue curve. It is obvious that, if the entrepreneur 
endeavors to equate marginal revenue with marginal cost, price and 
output are stable at P, so long as the marginal cost curve crosses the 
ordinate MP (ordinate of supply) between the points R and Q. Price 
and output, that is, remain unchanged even though marginal cost 
shifts over a considerable range of values. It will be observed also that 
the extent of the range of marginal costs within which the price-output 
decision is stable varies inversely with the size of the angle APB;. 

Figure 1 illustrates the obtusely kinked curve, and the consequent 
stability of price-output decisions when costs shift. Figure 2, which 


"Hall and Hitch, of. cit., p. 23. I have added the letter “M”. 

" Hall and Hitch, loc. cit., say “. . . if all other firms [of the group] maintain their 
prices at P.” The products of the other firms would be priced at P only if there were 
not differentiation of product. 

"Full concurrence of price movements of the rivals may be assumed, or merely partial 
concurrence. Full concurrence would imply homogeneous products, or a limited group 
of oligopolists with identical demand and cost curves. For curves AA; and BB:, compare 
Edward Chamberlin, The Theory of Monopolistic Competition (Cambridge, 1933), p. 90 
(for DD’ in Figure 14). 
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is also reproduced from the article by Hall and Hitch, illustrates the 
stability of price (and the instability of output) when demand shifts 
AC is the short-run average cost, excluding profits; and OB the Price, 
which remains stable as demand shifts between d’d’ and d’d”, This 
stability is defined (1) by the tendency of the kink to move horizontally 
along the abscissa BP as demand shifts; and (2) by the probability that 
even though demand has shifted, MC will intersect the ordinate through 
P (P’, P”) between the points Q and R.° 


eee MR, 


Fic. 1 


The horizontal movement of the kink is explained by its nature. As 
stated above, the obtuse curve expresses the dual conviction of the 
entrepreneur that rivals will “meet” reductions below, but will not 
follow raises of his price above the point where, as the authors say, it 
“actually stands.” When the demand (the demand curve) has shifted 
it is with relation to the actual market price of his product that these 
convictions prevail, and this actually existing price continues to deter- 


* Hall and Hitch, op. cit., p. 25. “If other firms act in the same way [“. . . set the price 
at OB and be willing to sell in the first instance, whatever is demanded at that price”! 
the price will be stable for the reason explained in connection with Fig. 1.” (The ordinates 
through P, P’, P”, indicating supply as the demand shifts and the points, Q and R, have 
not been drawn in in Figure 2. Q and R are defined as the points at which the disco? 
tinuous marginal revenue curve intersects the ordinate of supply.) 
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mine the position of the apex of the kink of the now shifted demand 
curve. 


But the maintenance of the price OB when demand shifts, though 
explained by the kink if producers equate marginal cost with marginal 
revenue, is incompatible, as is clearly shown by Figure 2, with the 
equation of price with the “full cost.” If, as the authors assume on page 
5 OB is the “full cost of” the product, when the output is OA, the 


0 A 
Fic. 2 


entrepreneur, in order to maintain the price OB, when demand shifts 
in either direction, must sell at less than “full cost.’ 

The willingness of the entrepreneur to sacrifice the “full cost” pricing 
policy reflects of course no will to substantiate the truths of textbook 
demonstrations that he equates marginal revenue with marginal cost. 
Hall and Hitch (pp. 21-22) present convincing evidence that the 
entrepreneurs whose opinions were investigated were desirous, at least 
at that time, of equating price with “full cost.” It can be therefore only 
for what seem to business men good solid “business” reasons that they 
abandon this seemingly so desirable pricing policy. One most substan- 
tial reason, weighing heavily in business men’s eyes, is, as the authors 


| Or at more than “full cost,” if, as appears in Figure rR the minimum value of AC 
‘Ss not at the output OA. 
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point out, the desire not te change the price. To change prices inyolye; 
expense and is inconvenient. It is indeed in the first instance to this 
desideratum (to maintain the existing price) that the other desideratum 
(a “full-cost” price) is sacrificed. 

There are of course limits beyond which the entrepreneur will not 
go in order to maintain the existing price. The nature of these limits 
indicates, I believe, that both the earlier abandonment of the “full. 
cost” policy in favor of a stable price, and the eventual revision of the 
stable price are determined by considerations which harmonize very 
well with the orthodox “textbook” profit maximizing norms. In the 
first place, when demand shifts within given limits, the entrepreneur 
who thinks the demand for his product is obtusely kinked can find no 
price which seems preferable to (at which profits are greater than) 
the price OB. But, if demand shifts beyond these limits, or becomes 
more or less elastic, or if costs so shift that MC no longer intersects 
the ordinate through P (P’, P”) between Q and R, the maintenance of 
the existing price is no longer the means of maximizing profits, and the 
price will be changed. 


II. The Basis of the Obtusely Kinked Curve 


So much for the obtuse curve as a datum. But are demand curves of 
oligopolists obtuse? Or, more exactly, when is the oligopolist likely to 
think that the demand for his product is obtusely kinked?” 

The obtuse curve, it will be recalled, expresses the convictions of the 
entrepreneur that if he raises price his rivals will not follow, or at least 
not to full concurrence; and that if he lowers price they will meet his 
reductions, probably in full.** Three factors may be adduced to explain 
these divergent opinions with respect to the probable responses of his 
rivals to his price moves upward and downward from the present price: 


1. Inability to know what the rivals will do (ignorance of their costs, 
their demand curves, and, if products are differentiated, of “cross- 
elasticities” between his and their demand curves).’* Ignorance is cet- 
tainly universal, and, though it may be diminished, it cannot disappear. 
But the effect on the demand curve is indirect, acting through and 
multiplying, as it were, the effects of other forces, removing objective 
limits to surmises, which are thus free to grow in magnitude as they 
harden into beliefs and convictions. The direction of the influence is 

* Hall and Hitch do not discuss this question. They might be accused of implying that 
the obtuse curve is typical of oligopoly, except for a footnote (op. cit., p. 28, n. 2), which 


recognizes that “if orders increase to the point where existing firms have difficulty in 
filling them,” the kink is ironed out. 


™ Cf. footnote 7, above. 
* Cf. Hall and Hitch, op. cit., p. 22; also Harrod, op. cit., p. 5. 
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determined by the ensemble of more positive factors in the situation. 

2. What we are tempted to think of as the “natural” caution or 
conservatism of the business man. The cautious entrepreneur is in- 
clined to underestimate the elasticity of demand below (to the right 
of) the prevailing solution, and to overestimate the elasticity above 
the prevailing solution. We might say that, in each direction, he prefers 
the less optimistic conjectures. 

This conservatism may seem to be naturally the portion and, to 
some observers perhaps, the strength of business men. Yet the con- 
viction that a cautious attitude is a typical, even requisite and uni- 
versally desirable component of the entrepreneurial attitude, is, if not a 
product of, at least reinforced by a decade of depression. In this con- 
nection it is significant that the observations of Hall and Hitch are 
based on investigations in England during the years preceding 1937, 
that is, in a country and at a time when recent experience and justified 
forebodings imposed the “counsels of caution.’”** But if the memories 
of business men are short, the economists may learn from their col- 
leagues of history that there have been wild speculative ventures since 
the South Sea bubble; that the empire builders of our continent are 
but a generation in the grave; and that there have been times when even 
the men of business would have despised caution as mere timidity. 


3. The belief that his competitors are operating at less than optimum 
scales. This conviction probably reflects his own similar situation. If 
his rivals are operating at less than optimum scales it is probable that 
if he were to raise price, they could individually maximize profits by 
retaining their existing prices or, in general, by not following his raise 
to full concurrence. This probability causes him to adopt the wing 
AP (Figure 1) rather than BP as a part of his critical demand curve. 
On the other hand, if the rivals are operating at less than optimum 
scales, they would probably, if he were to reduce his price, maximize 
their profits by reducing their prices in accordance with his reduction. 
Therefore, the wing PB, rather than PA, expresses what our entre- 
preneur thinks would be the demand for his product if he were to 
reduce price. 

The belief that the rivals are operating at less than optimum scale 
and are therefore so hungry for orders that they will not raise prices, 
even when costs rise or demand increases, is the very signum of depres- 
sion. On the other hand, with prosperity—a condition to be discussed 
in the following section—there will be a “sellers’ market,” and each 


_ Cy. Hall and Hitch, op. cit., pp. 11-12. It is interesting to observe that caution, per se, 
Would cause the business man to think of the demand curve for his product as drooping 


in | 


oath directions from the actual price; this aside from any relation to his opinion as 
the likelihood that rivals will or will not follow his price movements. 
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entrepreneur may well imagine that his rival, like himself, no longer 
must prefer increased volume to higher price. This third factor js 
indeed the key to an understanding of the attitude which produces 
obtuse curves. Of itself and alone excess capacity must convince the 
entrepreneur that rivals will not follow him in price rises; it breeds 
excessive caution, and it even, by discouraging experimentation, pre. 
vents any lifting of the veil of ignorance. 

The essential determinant, in sum, of the obtuse demand curve js 
excess capacity (decreasing short-run average costs). The situation 
may be characteristic of the individual oligopolist, of a particular 
group of entrepreneurs, or of oligopolists in general—in which case 
the depression phase of a business cycle is indicated. 

But if the turn comes, if excess capacity gives way to an excess of 
orders, decreasing to increasing costs, pessimism to optimism, what 
then of the obtuse curve? Does it too give way to a symptom of reverse 
character, a demand curve which would indicate the conviction that 
rivals will follow rises in price, but not reductions? 


III. The Reflex Curve 


In Figure 2, as the demand curve moves to the right, so that the apex 
of the new curve (still on the abscissa BP) passes to the right of the 
minimum value of AC, the general preference of entrepreneurs for 
greater volume (over higher prices) vanishes, and finally turns into 
its opposite. If, now, the entrepreneur, judging the probable behavior 
of rivals by what he himself would do if one of the rivals were to take 
the lead, believes that 


1. if he reduces price his rivals will not follow, 


2. if he raises price his rivals will follow, 

the arms of the critical demand curve move into the reflex position 
(BUA,, Figure 3. U lies to the right of P” in Figure 2). It is not 
essential to the argument that the two wings of the demand curve 
move either suddenly or simultaneously. Yet the rapid shifts in modem 
markets between the extremes of optimism and pessimism lend support 
to the assumption of sudden and decisive rather than gradual and 
partial shifts. 


The marginal revenue curve, if the reflex demand curve prevails, is 
of the discontinuous type MR:Q, RMR. (Figures 3, 4). If the scale 
of operation is greater than optimum (Figure 3) the marginal cost 
curve intersects MU above R, and the profit maximizing ordinate lies 
to the left of MU. 

If the scale of operations is less than optimum (Figure 4), perhaps 
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after an effort to equate marginal revenue with marginal cost, there 
are three possibilities: 

|. The marginal cost curve intersects MU above R. In this event, 
the new profit maximizing ordinate lies to the left of MU. 

2. The marginal cost curve intersects MU below Q. In this event, 
the profit maximizing curve lies to the right of MU. 

3. The marginal cost curve intersects MU between the points R and 
Q. This is the most likely of the three possibilities. There are then 
two ordinates, one on each side of MU at which marginal cost is equated 


Fic. 3 


with marginal revenue. Of these one and one only indicates that output 
at which profits are maximized. But on whichever side of MU it lies, 
the profit maximizing ordinate cannot coincide with MU, and, further, 
the profit maximizing ordinate will probably lie at some distance from 
MU. 

(Draw marginal cost MC in Figure 4. Label the area bounded by 
the curves MRiQ, MC, and the ordinate MU, 8; the area bounded by 
MR.R, MC and MU, a. If 8 > a the output determined by the ordi- 
nate which equates the values of MC and MR» maximizes profits; 
if 8 < a the output determined at the ordinate which equates the values 
of MC and MR, maximizes profits. 

Obviously, the maximizing ordinate may be that one of the two 
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equations of MC with MR, which lies further from MU. The distang 
of the new ordinate from MU likewise will vary, for any given MC 
directly with the value of |a|-|8| and the sum of a plus 8 will vary di. 
rectly with the length of the segment RQ.) 

Thus the condition of continuous instability with wide flucty:. 
tions of price is given. U cannot define an equilibrium of the firm; the 
price and output determined by the intersection of the profit maximizing 


Fic. 4 


ordinate and the demand curve diverge sharply from the solutions at U; 
and until underlying conditions change, the demand curve will continue 
to be reflex, so that each successive price-output solution bears the 
same character of instability as U. Thus, permanent instability results 
from the efforts, with a reflex demand curve, to equate marginal revenue 
with marginal cost. The entrepreneur may be pictured moving in 4 
succession of leaps toward the profit maximizing solution; but each 
time, just as he arrives at the new solution, the profit maximizing 
solution moves swiftly away, probably in the direction from which he 
jumped. It will be noted that, although the intersection of the new 
profit maximizing ordinate and the demand curve marks the apex 0! 

“Joseph A. Schumpeter, Business Cycles (New York, 1939), Vol. II, p. 537, states that 
oligopolists in periods of brisk demand will not increase price, “unless they are unable to 


increase their output without incurring higher cost per unit.” This is usually the ca. 
But if 6 is larger than a, even though costs at output OM are decreasing, it is not trut. 
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F each successive reflex curve, no stability of price is indicated (as when 
the curve is obtuse) because the price and output at the apex (U) 
cannot indicate even a temporary equilibrium solution. 

So long then as the demand curve remains reflex (#.e., the oligopolist 
thinks his rivals will follow rises, but not reductions of price) the 
price-output decision is highly unstable. It can subside only when the 
wings of the demand curve revert to the obtuse position. This takes 
place when—as must eventually occur—--the profit maximizing ordinate 
has been displaced sufficiently far to the left of the ordinate at which 
costs are minimum. There is no steady movement in this direction, 
nor any movement uninterrupted by violent swings or jerks in the 
opposite direction. But sooner or later, the oligopolist, himself pro- 
ducing at less than optimum scale, thinks his rivals are in the same 
position. The wings of the curve swing once more—this time backward 
into the obtuse position. The possibility of an equilibrium is given. 

Meanwhile, significant changes in the positions of the cost curves 
may have occurred. The long-run average cost curve lies below the 
original AC (Figures 3 and 4) on both sides of MU.” If the long-run 
average cost curve is falling the “daring entrepreneur,” equating 
marginal revenue with a marginal cost derived from the long-run aver- 
age cost curve, may find, even when conditions are as pictured in 
Figure 3, that the profit-maximizing ordinate lies to the right of MU.** 
He therefore increases the size of his plant. The minimum value of the 
new short-run cost curve lies below and to the right of the minimum 
value of AC in Figures 3 and 4. Since the final position of the reflex 
demand curve, when the wings revert to the obtuse position, is relative 
to the minimum value of the new short-run cost curve, it is not unlikely 
that the apex of the once more obtuse demand curve will lie to the 
right of the original MU of Figure 3. 


IV. Business Men’s Attitudes 


_ It is, I believe, obvious that reflex and obtuse demand curves are 
intimately linked to cyclical fluctuations,” both in their origins and 
in their effects. The curves themselves are analogous to some degree, 
and inversely symmetrical. But the inverse symmetry of the two 
groups of phenomena which are summarized in the two curve types 
neither requires nor is any cause for anticipating that the phenomena 
associated with them shall be quantitatively equal or of equal intensity. 
[ would cite two reasons of inequality: 


“ Hall and Hitch, op. cit., p. 25. 
“ Figure 3, but also Figure 4. 
"Cf. Hall and Hitch, of. cit., p. 32. 
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1. The likelihood that an entrepreneur would be not merely daring 
but reckless and courting disaster if he is as ready to assume in gooj 
times that rivals will follow his prices upward, as that in bad time 
they will meet his reductions. This is not to say that he will not com 
to the former conclusion if times are propitious; but that the switch 
to the reflex curve is likely to be delayed, the switch-back hastened, 
Moreover, even in periods when generally, or in particular industries, 
the conditions of the reflex curve are given, a larger percentage of 
entrepreneurs may be constitutionally unable to act on the conviction 
of its existence than, under opposite circumstances, will act on the basis 
of the obtuse curve. The first limitation (in time) derives from a general 
counsel of caution; the second (in extent) from the individual dif. 
ferences of temperament among entrepreneurs. 


2. The instability of price determined by the attempt to equate 
marginal cost with the marginal revenue curve derived from the reflex 
curve runs squarely counter to the desire of the business man, motivated 
by the inconveniences and disadvantages of changing price, to main- 
tain the existing price. The existence of this important factor in 
entrepreneurial behavior is not confined to periods of depression. The 
expense and labor of changing prices, and the dislike of customers for 
frequent changes is a constant factor, reinforcing any other factors of 
inertia when the demand curve is obtuse, and decreasing the volatility 
of prices when the demand curve is reflex. 


The present comments do no more than broach the subject of demand 
curves of which different sections are based on divergent assumptions 
with respect to the behavior of rivals, and the relationship of such 
curves to cyclical movements. Firm equilibrium, and a very stable 
equilibrium, is determined by the obtuse demand curve; but of the 
curve is reflex, equilibrium is possible only after the eventual relapse, 
following a series of erratic movements, into the obtuse shape. The 
divergence of assumptions on which the obtuse curve is based forces 
the question: Will the outcome indicated by the obtuse curve, when 
the entrepreneur determines on the profit maximizing solution, be 
realized? Will the rivals act as the entrepreneur expects them to act? 
The question can be restated to refer to the possibility of genera 
equilibrium between firms, when demand curves are interrelated and 
obtuse. The introduction of the kink offers interesting possibilities of 
revision of the conclusions of Stackelberg with regard to the impos 
sibility or improbability of equilibrium under oligopolistic competition.” 

“Heinrich v. Stackelberg, Marktform und Gleichgewicht (Wien, 1934), pp. 19 §. Com 


pare also R. F. Harrod, “Doctrines of Imperfect Competition,” Quart. Jour. of Econ. 
Vol. XLVIII (May, 1934), pp. 469-70: With imperfect competition, decreasing cos‘ 
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1943] 


But the dual nature of the assumptions implies other disturbing 
moments: Will not one of the competitors, because of some factor 
endemic to the situation, adopt a more consistent curve? When profits 
are below normal or have given way to losses, is there not considerable 
pressure to escape from the inertia imposed by the kinked curve? The 
way out may seem to lie (1) in an agreement, if not prevented by law, 
among the rivals; or (2) along the path of (further) differentiation, 
thus pushing the left wing of the kinked curve in clockwise direction 
toward the oligopolistic position. The horizons here envisaged lie well 
beyond the scope of this paper, which may however indicate one of the 


5 routes leading to more adequate and realistic description of business 


behavior. 


and absence of equilibrium in industry as a whole, there are “various levels” of equi- 
libria, and “a depressed mentality leads to the choice of a lower instead of a higher 
level. The lower level is as rational as the higher one.” But Harrod concludes also that 
“Provided that a number of producers are depressed and recognize the existence of 
depression in each other, rational choice demands restriction by each.” This is not shown 
by kinked curves. 
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Regional Labor Productivity in the Textile Industry 


I 


The possible existence of a difference in the productivity of northern anj 
southern workers has been discussed most frequently with reference to the 
textile industry.‘ It has usually been maintained that the northern worker js 
the more effective producer, but this opinion is based for the most part on 
unsubstantiated assertions as to the effect of climate on productivity or m 
alleged inherent differences in the social and personal characteristics of the 
population in the two areas.? The statistical evidence used by some of the 
writers in support of their statements is highly questionable. 

In order to compare the productivity of different groups of workers, the 
single factor “labor productivity” must be isolated and measured.* This re 
quires that the plants compared have (1) an identical product made with the 
same type of machinery and methods of production, (2) identical combina- 
tions of the factors of production,* (3) a working force identical in age, ser, 


*This article is part of a larger study begun under a research grant from the Juliw 
Rosenwald Fund. The author was called into the armed forces before the study could 
be completed. The task of preparing this part of the manuscript for publication was under- 
taken by Miss Gertrude Guyton. 

*For example: J. H. Burgy, The New England Cotton Textile Industry (Baltimore, 
Waverly Press, 1932), p. 167; C. E. Artman, Industrial Structure of New England (Was- 
ington, Bureau of Foreign and Domestic Commerce, Domestic Commerce Series No. 2, 
1930), p. 112; M. T. Copeland, The Cotton Manufacturing Industry in the United State 
(Cambridge, Harvard Univ. Press, 1912), p. 46; G. T. Starnes and J. E. Hamm, Som 
Phases of Labor Relations in Virginia (New York, Appleton-Century, 1934), pp. 6’. 

See also: B. F. Lemert, The Cotton Textile Industry of the Southern Appalachio 
Piedmont (Chapel Hill, Univ. of North Carolina Press, 1933), p. 84; M. Keir, Indusine 
of America, Manufacturing (New York, Ronald Press, 1928), pp. 354-55. For other 
opinions on a North-South labor productivity differential see: C. Heer, Income and Wages 
in the South (Chapel Hill, Univ. of North Carolina Press, 1930), p. 55; B. Mitchell, Riv 
of Cotton Mills in the South (Baltimore, The Johns Hopkins Press, 1921); G. T. Stam, 
A. Berglund and F. DeVyver, Labor in the Industrial South (Univ. of Virginia Press, 1930); 
M. Evans, “Regional Wage Differentials under the N.R.A.,” Southern Econ. Jow, 
Vol. 1 (Jan., 1934), p. 4. 


* Most of the studies which purport to measure labor productivity do not measut 
the efficiency of labor alone. Rather they measure the productivity of particular com 
binations of factors, the variations in man hour outputs then being attributed to var 
ations in labor efficiency. Most of the Bureau of Labor Statistics studies and also thos 
of the W.P.A. are of this nature. For example see: W.P.A., National Research Projet 
Production, Employment and Productivity in 59 Manufacturing Industries (Philadelphi 
1939); Mechanization and Productivity of Labor in the Cigar Manufacturing Indus 
(Bureau of Labor Statistics Bulletin No. 660, 1939); Productivity of Labor in the Cotte 
Garment Industry (B.L.S. bull. no. 662, 1939). 


‘Very misleading results may be obtained in interregional labor productivity 
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and race composition, (4) the same length of work day and work week, and 
(5) essentially similar management. With these influences making for regional 
differences in man-hour outputs held constant, there would remain as variables 
those social and personal characteristics of the working forces that may affect 
productivity and that may be attributable to the fact that the labor groups 
live in different regions. The most important of these are occupational heri- 
tae. racial and ethnic attributes, temperament, cultural background, intelli- 
gence, and education. 
II 

This study attempts to make an accurate comparison of the productivity of 
labor in selected northern and southern plants of two large textile corporations 
which operate in both regions. The same product was manufactured by both 
corporations. Identical machinery was used, and improvements in methods of 
production were instituted in all plants simultaneously. Each corporation 
maintained a “roving” supervisory staff, i.e., supervision was shifted among 
the plants so that as far as possible it would be a constant factor in the pro- 
duction process. Essentially uniform labor recruiting policies were maintained 
for all plants. 

The same length of work day prevailed in all plants, and the number of 
hours worked per week showed only minor variations between regions. Both 
corporations maintained that the same real basic wage was paid for the same 
occupations in both regions, money wages being adjusted to cost of living 
indices. Wage figures for one of the corporations are not available for publica- 
tion, but basic job rates were the same in all plants. Average hourly money 
wage rates for the other corporation are as follows: for 1941, North: $.7645, 
South: $.763; for January-May, 1942, North: $.8925, South: $.874. The 
average differential for the period was $.01 per hour, North over South. 

Productivity figures were obtained directly from records of the corporations 
and represent normal periods of operation for all plants.* The jobs covered 
range from those in which only the dexterity and efficiency of the workers 
themselves are measured to those in which labor’s output is determined by 
its ability to operate rather intricate machines. They may be taken as repre- 
sentative of textile occupations generally. Operations were selected for which 
the possible range of man hour outputs was sufficiently wide to reflect. the 


parisons when due consideration is not given to the criterion of identity of factor com- 
binations between plants. To illustrate: Suppose that labor groups operating with a given 
capital equipment in both regions have the same productivity as reflected in identical 
output per man hour figures for various possible outputs, but suppose also that a wage 
differential exists. The mere fact that labor is cheaper in one region would make it worth 
while for managers in that plant to hire more labor units and expand output. The 
output per man-hour figures will be lower then also, because labor will be applied farther 
along the line of diminishing productivity. An investigator comparing labor efficiency in 
the two plants might therefore conclude that a productivity differential existed as an 
explanation for the wage differential, whereas such is clearly not the case. The differential 
is eatinety the result of different combinations of the factors in the two plants. 

That is, data representing productivity per man hour where production was abnormally 


pe by strikes, new plants just starting up, extraordinary mechanical change, etc., were 
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varying efficiency of labor, even though production per man hour was se 
within broad limits by mechanical capacity. In all operations labor cost was 
about 40 or 50 per cent of the value of the product. All operations were per. 
formed by white, adult male labor. The unit of production is, of course, the 
same in all plants. 


TABLE I—PRODUCTIVITY PER MAN Hour 


Operation X Operation Y Operation Z 
Period 
North South North South North | South 
1939 Average 35.2 33.8 31.2 36.8 i 
1940—January 38.2 37.6 33.0 38.9 38.8 38.9 
February 39.6 38.3 31.7 35.7 38.1 42.5 
March 40.7 41.9 31.6 36.8 37.6 41.2 
April 40.3 41.1 32.1 36.4 37.5 41.0 
May 38.7 40.1 33.8 36.9 37.4 41.0 
June 39.4 38.8 38.0 37.0 38.4 41.8 
July 37.5 37.4 36.2 37.5 38.3 42.4 
August 38.6 39.1 37.0 37.2 39.5 42.1 
September 40.2 40.1 36.8 38.6 39.4 41.9 
October 40.7 40.3 37.9 38.0 39.6 41.0 
November 40.0 39.7 37.9 38.0 40.2 41.6 
December 40.5 38.3 36.2 37.8 39.8 41.7 
1940—Average 39.52 39.39 35.2 37.4 38.7 41.4 
1941—January 41.0 40.3 37.8 38.2 41.0 42.2 
February 40.8 41.5 37.3 34.5 38.3 42.7 
March 42.6 42.4 38.5 35.9 40.5 41.9 
April 41.9 41.6 37.3 34.9 40.5 42.4 
May 42.0 41.2 36.2 oak 41.1 42.0 
June 43.8 41.3 34.8 33.9 41.8 40.1 
July 42.7 39.9 40.3 39.5 
August 44.4 41.7 _— _— 38.8 38.6 
September 43.4 42.5 -- — 39.3 36.8 
October 44.1 42.7 — — 38.3 37.2 
November 43.6 43.6 _ _ 37.9 36.8 
December 41.8 41.5 36.7 36.4 
1941—Average 42.67 41.67 36.5 34.9 39.5 39.7 
Total Ave. (1940-41) 41.09 40.53 35.8 36.1 39.1 40.55 


Operation X is an initial step in the manufacture of a well-known synthetic 
yarn in which labor operates on the raw material to prepare it for spinning. 
The operation is comparable to’an assembly line in that the material is passed 
from one labor group to another as the material undergoes a soaking, crushing, 
and homogenizing process. The extent to which labor can affect hourly output 
is indicated by the output variations of individual plants using identical 
mechanical equipment. The range of monthly averages of man hour outputs 
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for a single plant extended from 33.1 units to 47.5 units during the period 
1940-41. For this operation over the entire 3-year period northern labor was 
2.2 per cent more productive than southern labor. During the 2-year period 
for which monthly production figures are given northern labor was more 
productive in 18 of the 24 months, southern labor in 5 of the months, and 
during one month both averaged the same productivity. In all 3 yearly aver- 
ages output per man hour was somewhat greater in the North than in the 
South, 4.1 per cent in 1939, 0.36 per cent in 1940, and 2.4 per cent in 1941. 

Operation Y is another assembly-line operation. The product passes through 
the hands of several groups of semi-skilled workmen as it undergoes a wash- 
ing, bleaching, and drying process. Like the preceding operation, hourly pro- 
duction is a function of the efficiency and effort of labor. Single plant data 
show that, although operations were carried on with the same physical equip- 
ment, outputs varied from a low of 29.9 units per man hour to a high of 40.0 
units per man hour. For operation Y southern labor had approximately an 8 
per cent higher productivity average than northern labor for the 3-year period. 
The productivity differential was quite pronounced for 1939, southern labor 
being 17.9 per cent more productive than northern labor in that year. By 
1940 this margin had fallen to 6.8 per cent, and in 1941 northern labor had 
gained the ascendency over southern labor in productivity to the extent of 
6.3 per cent. 

Operation Z is a machine doffing task in which production is purely a 
function of labor efficiency. Upon the completion of a spinning operation the 
entire machine is closed down, and a doffing group clears the machine of the 
spun yarn. The number of units doffed and the time required in doffing are 
recorded periodically. Since only the actual time spent in clearing the machine 
is charged against the operators, data for this operation represent a pure in- 
dex of labor efficiency. Single plant data reflect variations in labor productivity 
from 36.7 to 42.7 units per man hour. On this operation, southern labor was 
more productive in both 1940 and 1941. For the 2-year interval, southern labor 
averaged a 3.7 per cent higher productivity than did northern labor. 

The nature of this operation makes possible an adjustment of the labor 
productivity data to take care of differences in managerial efficiency in the 
two regions.® It takes just as long to doff an empty position as a full one. 
Consequently, when supervisors close down machines with only 95 full posi- 
tions instead of 100, the efficiency of the doffers is lessened to that extent 
through poor management. The adjusted productivity figures show a differen- 
tial of only 0.49 per cent, which is negligible for all practical purposes. 

Table II presents averages for the three operations. Data for 1939 have 
been omitted, since figures for all operations were not available. The adjusted 
productivity differential in 1940 was 2.8 per cent in favor of the South. In 
1941 the adjusted differential was 3.3 per cent in favor of the North. In the 
combined average for both years the productivity differential becomes quite 


tc 
r Company engineers have developed a method of measuring the relative ability of super- 
visors to apply labor to all possible machine positions in the department. Periodic checks 


vie le and producing positions are made in order to check on the efficiency of super- 
sors. 


on id 


S set 
t was 
e per- 
€, the 
Z 
Rg 
1.2 
1 
1.0 
1.8 
2.4 
2.1 
1.9 
1.0 
1.6 
1.7 i 
1.4 
1.9 ‘ 
.0 
).5 
6 x 
.8 
2 
8 
etic & 
ing a 
ssed 
ing, 
put 
ical 


| 
114 THE AMERICAN ECONOMIC REVIEW [ MARCH 
insignificant.’ For all practical purposes the productivity of labor may be 
regarded as identical in the two regions, 
TABLE II—PropvuctTivity PER MAN Hour: Operations, 194041 
‘ North North 
1940 
January 38.5 36.7 37.0 
February 38.8 36.5 37.1 
March 40.0 36.6 37.2 
April 39.5 36.6 37.3 
May 39.3 38.6 37.3 
June 39.2 38.6 39.0 
July 39.1 37.3 37.9 
August 39.4 38.4 38.9 
September 40.2 38.8 39.5 
October 39.8 39.4 39.5 
November 39.8 39.4 39.5 
December 39.3 38.8 39.1 
1940 Average 39.4 37.8 38.3 
1941 
January 40.2 39.9 40.1 
February 39.6 38.8 38.9 
March 40.1 40.5 40.9 
April 39.6 39.9 40.1 
May 39.4 39.9 40.4 
June 38.4 40.1 40.5 
July 37.0 38.9 39.5 
August 40.2 41.6 42.5 
September 39.6 41.3 42.2 
October 40.0 41.2 41.9 
November 40.2 40.8 41.1 
December 38.9 39.3 39.9 
1941 Average 39.4 40.2 40.7 
1940-41 Average 39.4 39.0 39.5 
Ill 
The results of this study may be stated as follows: (1) labor productivity 
differs somewhat for single operations, but there is no marked tendency for 
the differential to be consistently in favor of either region; (2) when data for 
all operations are averaged, the difference in productivity becomes insignificant. 
The objection could be raised that the study fails to reveal a North-South 


labor productivity differential because it does not compare the same grade 
of labor. The labor force of the southern plants might represent the more 
efficient grades of labor in the South because the wage rates paid by the com- 
panies in this study were high relative to the average in the textile industry 

"Statistical tests of the significance of the differentials discovered were applied to 4 


part of the data. The results are compatible with the hypothesis that the samples from 
the two regions were drawn from the same parent population. 
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and in the South generally. It should be noted, however, that the textile in- 
dustry is the oldest, large-scale manufacturing ‘industry common to both re- 
gions. Moreover, the companies tried to secure the same type of labor by 
maintaining uniform recruiting policies for all plants. Company officials stated 
that hiring and employment experience indicates that their employees repre- 
sent about the average grade of labor in each region. 

Since the conditions present in this study would occur very rarely, any at- 
tempts to generalize from these results must be made with caution and with a 
full realization of the limitations of the investigation. Nevertheless, the labor 
groups are probably fairly representative of the textile industry, and perhaps 
not radically different from the average in industry generally. It would be 
interesting to check the results of this study by similar studies for other in- 
dustries. The requisite experimental conditions could probably be found else- 
where, particularly where a fairly standardized product is produced with 
relatively uniform methods of production. Hosiery, paper, and some phases of 
iron and steel manufacture suggest themselves as possibilities. Generalizations 
from a number of regional labor productivity studies could be made with 
more assurance and would have important implications for wage policy and 
industrial location problems. 

Jesse W. MARKHAM 


The Johns Hopkins University 


Mr. Ratchford on the Burden of a Domestic Debt: Comment 


During the census of 1940 a certain housewife was asked if there was a 
mortgage on her home. She replied, “Yes—for forty billion dollars.” I believe 
that the majority of economists would agree that this lady, in treating public 
and private obligations as identical, had greatly exaggerated the burden of the 
national debt, both for the country and for herself. 

Certain economists, however, in order to reassure her, and the millions who 
think as she does, have advanced the idea that the public debt entails no 
burden. This doctrine seems to me overoptimistic. It tends, also, to have an 
air of rather flashy paradox more likely to repel the layman than to reassure 
os Accordingly, I have tried, in several places, to show the existence of some 

urden.? 

Mr. Ratchford’s very thorough article* carries through this task conclu- 
sively. I do not see how anyone, after reading his work, can possibly deny 
that the national debt is both a burden and a problem. But though Ratchford 
has shown that it is @ problem, has he shown that it is the problem? It is 


"See R. Y. Gilbert, et al., An Economic Program for American Democracy (New York, 
1938), 

"See my article, “The Economic Limit and Economic Burden of an Internally Held 
National Debt,” Quart. Jour. of Econ., Vol. LV (Nov., 1940), and the revised version of 
the same discussion in The Creation of Purchasing Power (Cambridge, 1942), pp. 131 -49, 


*“The Burden of a Domestic Debt,” Am. Econ. Rev., Vol. XXXII (Sept., 1942), pp. 
451-67, 
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perfectly possible to agree, as I do, with almost every point mentioned by 
him and still not be as much worried about the debt as he is. It does not seem 
to me that he presents the available alternatives quite in proper perspective, 

There are, first of all, a few technical questions in which the line of reason. 
ing employed appears somewhat unsatisfactory. For example, on page 461, 
Mr. Ratchford says “the parties who pay interest on private debts have re. 
ceived a special benefit. . . . With public debt it is difficult, if not impossible, 
to establish such a connection” (italics added). Is it not also difficult to ¢s. 
tablish the special benefit received by a Kansas farmer, under proper condi- 
tions, from a lower tariff? Yet few “orthodox” economists at any rate would 
deny that the special benefit exists and might be very considerable. The 
difficulty of demonstrating the existence of a fact is not conclusive as to 
whether or not the fact exists. Further, if preventing the foreclosure of a 
mortgage on one’s farm, keeping one from being shot by the Nazis, saving 
one’s job, and avoiding general deflation are not special benefits, I should be 
much at a loss to say what a benefit is. 

Again, on page 463, it is said, “There can be no doubt that the huge French 
debt was a major cause of the political confusion and the industrial lethargy 
which hung like a pall over France for the five or six years before 1939” (italics 
added). But England had a “huge” debt too. Yet, while French industry was 
“lethargic,” English industry was very active. Nothing is said about the 
effect of the French attempt to maintain the gold value of the franc. After 
England left the gold standard, France had the choice of devaluation or 
deflation. She chose deflation ahd tried to push down her internal prices and 
wages to meet foreign competition. She did not Aave to do this. But, in so 
doing, tremendous social pressures were engendered, and the real value and 
real burden of the interest payments on the debt greatly increased. The debt, 
however, was not the root cause of the difficulty. The real trouble lay prin- 
cipally in the foreign trade policy. Had France promptly devalued pari passu 
with England, it is likely that her debt would have worried her no more than 
the English debt worried Great Britain. 

Mr. Ratchford suggests that my statement that “Careful tax policy could 
reduce [the burden] almost to the vanishing point” is unrealistic (p. 466). 
His political arguments, on this point, are impressive. But one of his main 
points seems to be that no one has yet shown whether we need a regressive 
or progressive tax system. Isn’t the difficulty here the result of a search for 
absolute categories which will be independent of policy judgments? I would 
say that we need neither a regressive nor a progressive system, but sometimes 
one and sometimes the other. Our difficulties are, frequently, not so much due 
to a high or low propensity to consume per se, but to a relatively invariant pro- 
pensity to consume, Of course, if this idea be accepted, somebody has to de- 
cide when the tax structure should be changed. Yet, isn’t it rather late in the 
day to be looking for automatic self-operating standards? The economic sys 
tem, especially in our time, is not a perpetual motion machine. 

‘Of course one might argue that the English debt was not quite as heavy proportionately 


as the French. But the difference I submit is not of sufficient magnitude to explain the 
wide divergence in the behavior of the two countries. 
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These technical points are comparatively minor. On the whole I would 
agree with most of what Mr. Ratchford has said. His common-sense approach 
is a valuable offset to some of the more esoteric treatments of the problem. 
But let us try to see the question in some of its larger aspects. 

Business cycle theory has shown, beyond a doubt, that a “progressive,” 
unregulated economy is bound to undergo periodic deflationary crises. The 
‘utility of banking control, in many cases, is well established. We cannot even 
show theoretically that the depression will ever reach a bottom.® Practically 
speaking, the bottom is certainly not determinate. If, then, we want to main- 
tain a capitalist democracy, we must often either intervene through deficits, 
or else risk a political explosion which might well land us in communism or 
nazism, Is it not better, if one be conservative minded, to be taxed to pay 
interest on the national debt than to be “liquidated”? 

Many conservatives seek to evade or play down this issue, and, after think- 
ing about the matter for a long time, I submit that the fiscal and financial 
burdens, in terms of which the controversy is usually carried on, have really 
very little to do with their attitude. The real objection which the conservatives 
have to deficit financing is not that there may some day be a financial burden, 
but that, by manipulating a deficit, a government which has the support of a 
majority, but not the coéperation or approval of entrepreneurial elements, may 
nevertheless maintain itself in power. Let us follow out this line of thought a 
bit further. 

There is a tendency on the part of reform governments to underrate the 
importance of entrepreneurial incentives. In Keynesian language, the em- 
phasis is likely to be too exclusively on the “propensity to consume” and not 
enough on the “marginal efficiency of capital.” The liberal is apt to focus at- 
tention on demand, the conservative on supply. But as Marshall implied 
long ago, in his famous scissors analogy, both must be kept in mind, If, now, 
the marginal efficiency of capital (which is largely a subjective phenomenon) 
is depressed, a large part of the population, in the absence of state action, will 
be unemployed. Established consumers’ goods industries and the replacement 
demand for capital may be largely unaffected, but innovation and expansion, 
in which the risk factor is higher, will be much retarded. If such a government, 
like the Ramsay Macdonald government in England, adheres to a rigid 
financial orthodoxy, it will be unable to meet the difficulty and will even- 
tually be ousted. But if deficit financing and public works are used, social 
unrest may not be so great and change may continue. Nor need the national 
“income,” in terms of dollar value of output, cease to grow. What happens 
to “psychic” income would depend on the preferences of the people as be- 
tween government and privately produced utilities. 

The conservatives object to this procedure for obvious reasons. An un- 
sympathetic government, they say, may prevent the capitalistic mechanism 
irom operating, and then turn around and use the failure to operate as a 
reason for spending yet more money. Such a policy need not be the result 
of any conscious Machiavellian plot. It is simply that the réle of risk in 


Cf., Schumpeter, Business Cycles (New York, 1939). 
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economic life is frequently misunderstood. Emphasis on a very crude and 
inadequate measure of “reasonable” profit is likely, yet the nervous investor 
is deprived of his economic veto. It must be conceded that such a state oj 
affairs is at least possible. 

What the conservatives overlook, however, in rejecting deficit financing js 
that deficits per se are entirely neutral. They do not have to be a part of a 
policy to which any group need object. Besides, in times of great unrest, 
the overthrow of the party of moderate reform is not necessarily the signal 
for conservatives to take power. There are always the Communists and the 
Nazis, as well as the Republicans. Had deflation continued in the United 
States, would conservative elements have returned to office or would there 
have been a revolution? Those of us who recall vividly the great collapse 
will have little doubt of the answer. If public works can be misused, they 
can be misused by any group, Deficit financing cuts both ways. It should 
be as distasteful to the Communist as to the die-hard. Public spending has 
done more to negative the Marxist doctrine of “inevitable” revolution than any 
other single force. It is the key to peaceful change, the high road to the 
“middle way.” It is in relationships such as these that the problem must be 
considered, not from a narrow financial view alone. 

One final point must be made. I would like to suggest that in most discus- 
sions, including that of Mr. Ratchford, the existing institutional background 
is taken too much for granted. Mr. Ratchford tacitly admits that the burden 
is largely a matter of “frictions” engendered by taxes for interest. I wish the 
man-in-the-street could realize even that much of the problem, There is a 
great difference between 80 billion dollars and 2% per cent of 80 billion 
dollars. Yet why should we pay even that much? In all sincerity I can see no 
economic reasons (other than Professor Hansen’s disguised subsidy argument) 
for paying interest on the national debt during a slump. At that time an 
intrinsic reason for interest “in the sense of a genuine sacrifice which could 
only be called forth by the offer of a reward” simply does not exist. By 
numerous financial techniques, the necessary purchasing power can be created 
without incurring a pernetual interest charge.* When there is full employment, 
things are different; but, even in that case, the debt incurred in time of 
genuine capital scarcity might possibly be called and paid off during the slump 
by means of noninterest-creating techniques. 

The consequences of such a policy would be to restrict taxation, in con- 
nection with the national debt, to periods of excessive dishoarding during a 
boom. But it is just at that time that taxes can be borne with the greatest 
ease. Consequently tax friction would be much reduced. It may be, and this 
is probably the chief substance of Mr. Ratchford’s article, that the American 
people do not have sense enough to manage problems of this sort. Perhaps this 
is true. But if we cannot manage money we are in poor plight for managing 
everything. The choice today is not between regulation and /aissez-faire, but 
between techniques which involve a maximum of regimentation and those 
which do not. Deficit financing, especially with the interest feature largely 


* See, for example, my Creation of Purchasing Power, and also J. E. Meade, Consumers 
Credits and Unemployment (Oxford, 1938). 
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removed, presents, in my opinion, the maximum of results with the minimum 
of social disturbance. Perhaps we can’t learn enough to manage it, but I, for 
one, am not yet prepared to admit that democracy is dead. 

There are two approaches to the national debt which I should like to refer 
to as “theological.” One is to deny that there can be any possible burden. I 
submit that this is nonsense. The other is to dwell upon the burden, at the 
expense of the benefits, and to treat the national debt as if it were an evil in 
itself to be avoided at all hazards. Mr. Ratchford, I feel, inclines perhaps too 
much to this latter view. The third, and practical, approach is to recognize 
the difficulties, but to consider them in the light of the benefits, and to treat 
the debt as being im itself neither good nor bad, but only an instrument of 
policy along with many others. 

As I write, the 5 per cent “forced saving” ictory tax is being debated. 
This eminently sound method of preventing war inflation would have been 
adopted long ago but for a deeply rooted fear of debt per se. If Mr. Ratch- 
ford’s article serves, at this juncture, to reinforce uncritical prejudices re- 
garding debts its effects may be very regrettable. I hope, however, that it will 
merely serve to put an end to further fine-spun debates about the existence 
of a burden, and to focus our attention upon the practical issues and practical 
alternatives at stake. 

Davipv McC. WRIGHT 

University of Virginia 


Private versus Public Debt 


Through an extensive educational effort, the view that there is no analogy 
between private and public debt is now accepted as an article of faith by a 
substantial group of writers. “An internal loan resembles ordinary borrowing 
only in a purely formal way, and it is obvious that every analogy to private 
borrowing must be completely false.”* Because of the alleged differences be- 
tween private and public debt, we are told, the latter should not be named a 
debt at all.? 

In the case of both types of loan, disposal over purchasing power passes 
from lender to borrower. Private borrowing gives rise to interest-income just 
as surely as does public borrowing. If a public debt creates no burden on 
society because the cost of servicing the debt is offset by an interest-income- 
stream, the same is true of a private debt. In the case of both private and 
public borrowing the funds may be obtained by the borrower from either of 
two sources: from an active saver or custodian of saved funds, such as a 
savings bank, loan company, or even a commercial bank, or from deposits 
created within the commercial banking system. A public spending program 
inanced through the sale of government bonds to banks is said to create new 


Pha supplied. Quotation from A. H. Hansen, Fiscal Policy and the Business Cycle 
1941), p. 142, 

Ph scag. Nov., 1942, p. 169. The same argument is made by Hansen and Greer in 
arpers, April, 1942, p. 491; and in Atlantic Monthly, Oct., 1942, p. 58. 
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purchasing power and to stimulate the economy. The same can be said {or 
expansion of private loans through the banking system, as was the case jn 
the 1920’s. What then, may one ask, becomes of the statement that “Eyery 
analogy [of public borrowing] to private borrowing must be completely 
false”? 

As for the day of reckoning, both private and public debtors must avoid 
overextension as evidenced by the ban!:ruptcies of private concerns and the 
inflation, devaluation, and debasement experienced by governments all over 
the world and through all history.® 

To be sure, there are cases where public debts have grown steadily over 
many decades without serious difficulty arising. Are there any cases of record 
where governments have systematically over long periods of time, as is now 
proposed for the next decades of the United States, deliberately operated on 
vast deficits for extended periods in order to inject into the economy substan- 
tial quantities of extra purchasing power? 

Sustained and perhaps perpetual deficit financing is justified on the theory 
that it will so stimulate the economy that additional interest payments will 
become quite manageable. The same argument may be made for expanding 
private borrowing booms, so long as they last. May the same doubt not be 
raised of perpetually expanding public loans? When borrowing slows down, 
the economy is likely to stagnate. Additional funds borrowed and spent by 
private or public bodies are subject to the principle of the multiplier including 
the leakages. Once the rate of new loans declines, the economy shrinks; this 
is true of private loans and nothing has been stated to show that public bor- 
rowing is not subject to this same variant of the deceleration principle. 

Employing public borrowing to mitigate the business cycle with the conse- 
quent alternating periods of debt-creation and debt-repayment, thus balancing 
the budget over the course of the business cycle, is generally accepted by 
economists as desirable policy, But the recent proposals of those who think 
that our “mature economy” calls for perpetual public deficits raises entirely 
different questions. 

A private concern—the New York Central Railroad, for example, in the 
first 75 years of its history—may go ever deeper into debt so long as the 
funds are being put to productive purposes and the servicing of the debt is 
adequately safeguarded by the earnings of the company. Similarly a govern- 
ment may raise its debt obligations and keep them under manageable control 
so long as the incomes of the people and therefore their taxpaying capacity 
are favorably conditioned. The credit of the government, and therefore its 
ability to sell new obligations at moderate interest rates, depends upon the 
lenders’ views as to the ultimate solvency of the debtor; the same is true 0! 
the New York Central Railroad or any other private borrower. What then 
becomes of the alleged complete dissimilarity between private and public debt? 

The ownership of private and public debts likewise shows no fundamental 


* A century and a half ago a writer, whom we now quote only when it suits our purpose, 
said, “When national debts have once been accumulated to a certain degree, there is scarce, 
I believe, a single instance of their having been fairly and completely paid.” Adam Smith. 
The Wealth of Nations, Everyman ed., Vol. 2, p. 412. 
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difference; banks, other savings and life insurance institutions, and pzivate 
individuals are the owners of both types of debts. It is not the dissimilarity 
between private and public debt which is significant; rather, public authority 
backed by the taxing and other sovereign powers can manipulate purchasing 
power and resources in ways which are not open to private enterprise. 

There is substantial evidence that continued prosperity rests on sustained 
debt-creation. The 1920’s were characterized by stability in the combined 
total of national, state and local government debt, but an enormous increase 
occurred in private debt, instalment sales, building mortgage, and corporate. 

With many of our people living on a substandard, and most of the others 
far from having their wants satiated, it would appear that the outlets for 
private expansion in plant, equipment and consumers’ goods are enormous. 
Whether the political and social climate, labor-management relations, and 
the cost-price relation will be sufficiently favorable to allow private enter- 
prise to direct its energies to the fulfillment of these wants may be the basic 
issues in the post-war period, once the initial spurt to meet deferred demands 
subsides. There is no reliable indicator that a huge deficit-financed public 
spending program can evade these issues, if it is to create full employment. 

The “no analogy between private and public debt” spokesmen are strangely 
inclined to sidestep adequate discussion of these issues, In all major instances 
where the governments have assumed prime responsibility for output, such 
efforts have been associated with a regimented society. 

Furthermore, the growth of a vast public debt would probably encourage 
an increase in the rentier class; the debt would tend to be held largely by the 
banks and other savers. The taxes levied to service the debt would tend to 
rest heavily upon the consuming public, thereby exercising a deflationary 
influence, while the interest earned by the debt would go into the hands of 
savers, who, by and large, would want to re-invest much of the earning—thus 
accentuating the “over-savings” problem. 

Merely arguing that there is no analogy between private and public debt, 
thereby trying to dispel any fear of ultimate insolvency, and then proceeding 
with a vast public expenditure program financed largely with deficits are no 
guarantee of full employment under a system in which many or most of the 
factors of production have their prices determined by artificial forces. 

EMERSON P. SCHMIDT 

University of Minnesota 


The Case for an Introductory Course in Economic Theory 


The discussion by M. Bronfenbrenner in the September, 1942, number of 
the Review concerning the proper scope and place of the introductory course 
In economics invites a few further comments which, as the judges would say, 
concur in part and dissent in part. 

The area of agreement may first be indicated. First, the writer agrees with 


[M. Bronfenbrenner, “The Introductory Course: Comment,” Am. Econ. Rev., Vol. 
XXXII (Sept., 1942), pp. 557-58. 
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Mr. Bronfenbrenner that building an introductory course primarily upon 
Keynesian concepts and analysis, as suggested by Messrs. Clemence and 
Doody in their article in the July, 1942, number of the Review,? would not 
lessen the pedagogical problems involved in teaching economic theory to be. 
ginning students as much as the authors of the suggestion believe, 

he applauds Mr. Bronfenbrenner’s analysis of the weakness of the traditional, 
primarily institutional introductory course in economics. Third, he agrees that 
an introductory course of the latter sort has little if any usefulness as a pre. 
requisite to specialized, advanced courses in economics. Finally, he agrees that 
the traditional principles course should be transformed into a concentrated 
introductory course in economic theory. 

Mr. Bronfenbrenner’s conclusion is that neither the traditional principles 
course nor the concentrated introductory course in economic theory which he 
recommends as a substitute should be required as a prerequisite to specialized 
courses in the various fields of economics. Mr. Bronfenbrenner makes an 
effective criticism of the traditional principles course and of the practice of 
requiring it as a prerequisite, but he offers no argument in support of his 
further conclusion that a concentrated introductory course in theory, of the 
sort which he recommends as a substitute, should likewise be omitted as a 
prerequisite. In the following paragraphs, the writer proposes to state brieily 
the grounds upon which he dissents to the latter conclusion. 

The case for an introductory course in economic theory as a prerequisite to 
the further study of economics, as the writer sees it, rests fundamentally 
upon the proposition that logically and functionally economic theory stands 
on a different footing from the other subdivisions of the field of economics. It 
is not only a “field,” the study of which is properly an end in itself; it also 
provides the analytical equipment which is indispensable to the intelligent 
study of the subject matter of the various applied or institutional fields of 
economics. Without theoretical apparatus, it is not possible intelligently to 
define and evaluate issues, break down problems into their elements and 
uncover the causal factors at work, In short, economic theory simply repre- 
sents the application of scientific method to the study of the processes by 
which men secure a living. 

Even the extreme institutionalists who profess to be concerned with facts 
and not with theories cannot escape theorizing. For, if facts are to have any 
significance, they must be related to one another; generalizations must be 
arrived at concerning these relationships, and such generalizations are theories. 
Too often the studied avoidance by institutionalists of the formal apparatus 
of theory results in ill-founded generalizations. The nature and function of 
economic theory could not be better stated than in the words of Mr. Keynes 
in the Preface to the Cambridge Economic Handbooks. “The Theory 0! 
Economics,” he says, “does not furnish a body of settled conclusions imme 
diately applicable to policy. It is a method rather than a doctrine, an apparatus 
of the mind, a technique of thinking, which helps its possessor to draw correct 
conclusions.” 


*R. Clemence and F. S. Doody, “Modern Economics and the Introductory Cours,’ 
Am. Econ. Rev.. Vol. XXXII (June, 1942), pp. 334-47. 
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Probably Mr. Bronfenbrenner would agree with much of the foregoing. 
He is of the opinion, however, that it is “impracticable” to assume a theoret- 
ical background for the advanced courses, and that the necessary theoretical 
apparatus should be developed independently in each of the specialized courses 
in the various fields. For the present, let us pass the question of an alternative. 
Experience with Mr. Bronfenbrenner’s suggestion in an institution with which 
the writer was formerly connected convinces him that the scheme has very 
serious, if not fatal, weaknesses. 

In the first place, an adequate theoretical equipment cannot be acquired by 
ordinary students in a few days or a few weeks, and a superficial treatment 
of economic theory is worse than no treatment at all. Here it is certainly true 
that “A little knowledge is a dangerous thing.” An adequate treatment of 
theory leaves too little time to consider the substantive issues and problems 
of a specialized course, while a brief, superficial treatment leaves the students 
with ample time to consider the subject matter of the field in question, but 
with an intellectual equipment grossly inadequate to that task. In the latter 
case, the further consequence is that the intellectual level of the so-called 
“advanced” courses is of necessity diluted to a point which permits mastery 
by students lacking the training in economic analysis which is necessary to 
thorough understanding. In such courses, to use Mr. Bronfenbrenner’s excel- 
lent phrase, “‘sketchiness of treatment, plus the absence of any standards of 
theoretical reasoning, serves to strengthen the student’s initial appraisal of 
economics as a branch of the forensic arts, in which any opinion is as good as 
any other, and in which acceptance is dependent on oratory and authority.” 

In the second place, making allowance for the undoubted virtue of a certain 
amount of repetition as a pedagogical principle, there would be needless dupli- 
cation of effort on the part of students electing a number of specialized courses, 
each of which would undertake to develop more or less adequately the neces- 
sary theoretical apparatus. 

The alternatives to Mr. Bronfenbrenner’s proposal are to retain the tradi- 
tional, largely institutional, principles course as a prerequisite or to replace it 
with a concentrated introductory course in economic theory which would in- 
clude ample treatment of both equilibrium analysis and business cycle and 
Keynesian theory. So far as the former alternative is concerned, the writer’s 
experience confirms Mr. Bronfenbrenner’s impression that the traditional 
principles course has little usefulness as a prerequisite. It produces results 
which are little better than those obtained where a brief and superficial treat- 
ment of economic theory is given in connection with each course. These con- 
siderations lead the writer to conclude that an introductory course in theory 
prerequisite to specialized courses is the best alternative. 

Apart from extreme institutionalists who profess to reject theory as such, 
objections to a course of the latter sort emphasize principally the limitations 
of the existing theoretical apparatus, especially static theory, and the peda- 
gogical difficulties involved. The first point can be quickly dismissed. ‘The 
limitations of existing theoretical apparatus are well understood and have 
been much discussed, but no one could seriously contend that the existence of 
such defects constitutes an argument for not using the available theoretical 
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apparatus for what it is worth. Such a principle would bar progress towarj 


further understanding. Moreover, the limitations of existing theory appear 
somewhat less impressive when it is clearly understood that its function js tp 
serve not as a description of reality, but as a tool of analysis. 

The last comment has an important bearing on the second, and main, type 
of objection, namely, that an introductory course in theory is pedagogically 
impracticable. The writer suspects that much of the institutionalist reaction 
against theory is derived from a feeling of despair and frustration in the 
effort to teach theory, especially in a traditional elementary course which 
purports to deal with both “principles and problems.” It would be superfluous 
to emphasize the very great difficulty of the pedagogical problems which must 
be faced in teaching theory, but in the writer’s view there is no occasion for a 
defeatist attitude toward these problems. In this connection he ventures to 
state two or three simple, not at all original or profound, conclusions based 
upon his efforts over a considerable period of time to teach an introductory 
course in economic theory to sophomores. 

First, the scope, method and objective of the course must be clearly de. 
fined and constantly kept before both instructor and students, and the scope 
of the course must be carefully measured, experimentally, against the avail- 
able time. Failure to recognize these points has doubtless been a common 
weakness of the elementary course in economics. Second, contrary to the 
opinion of some, the writer has found that with proper care in presentation, 
additional time devoted to economic theory, even by sophomores, yields in- 
creasing returns within wider limits than might be supposed. His experience 
leads him to the conclusion that the case for an introductory course devoted 
throughout to theory, when properly oriented and presented, is as strong on 
pedagogical grounds as on the substantive grounds outlined above. Finally, 
and most important, the writer has found that what has been of the greatest 
assistance in teaching theory is for both instructor and students to ponder, 
thoroughly understand, and never lose sight of the words of Keynes previously 
quoted. Constant reiteration of the implications and applications of this state- 
ment helps the student to grasp the nature and usefulness as well as the limita- 
tions of theory, and to that extent counteracts the basic pedagogical difficulty 
faced in a course of this type, namely, what appears to the student to be a lack 
of purpose and an absence of contact with reality. Moreover, the statement in 
question is as important to remember in connection with the treatment 0! 
business cycle and Keynesian doctrine as with equilibrium analysis, a fact 
which Keynesian enthusiasts are apt to overlook. The writer wishes especially 
to emphasize, of course, that the foregoing comments are not presented as 3 
solution or panacea to all the pedagogical problems of a theory course; al 
that he claims is that his experience indicates that they cannot be ignored in 
any consideration of pedagogical problems in this field. 

It has been the writer’s lot for some years to direct an introductory course 
in theory which includes ample attention to both static and dynamic analysis 
along the general lines suggested by Mr. Bronfenbrenner. He can offer no 
objective, statistical evidence concerning the success of the venture, but it s 
his considered judgment that, on the average, students who master this course 
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show a definite and substantial improvement in ability to grasp and analyze 
material in those specialized advanced courses which attempt to be more than 
what Mr. Bronfenbrenner would call economic forensics, as compared with 
students who have had the traditional principles prerequisite or no prerequisite 
at all. Mention should be made in passing of the limitations of existing texts 
and the necessity of piecing together assignments from a number of sources 
which frequently are not intended for use in a course of this type. As better 
text and reading materials become available, the pedagogical problems of 
such a course will be materially lessened and student performance improved. 

The writer freely admits that student mortality in the course in question is 
slightly higher on the average than he has experienced in the traditional 
principles course. He does not feel, however, that this fact calls for any spe- 
cial apology. The mastery of economic theory requires capacity for abstract 
thinking and ability to develop logical thought processes, and these are quali- 
ties which many individuals possess only in small measure. A fact which has 
been frequently overlooked, especially outside academic circles, is that eco- 
nomics is no longer a subject which any intelligent layman can master with- 
out special and rather rigorous preparation. The necessity for mastering an 
increasingly elaborate technical apparatus as a precondition of the study of 
economics is a mark of its approach to greater maturity as a scientific disci- 
pline. The older natural sciences have long required a technical apparatus for 
their understanding which is not accessible to the intelligent layman without 
special study and preparation. Perhaps the common conception of the ele- 
mentary course in economics and also common notions of what constitutes 
“normal” student mortality therein have not caught up with the implications 
of the greater maturity of economic science. 

RoBert W. HARBESON 
Rutgers University 


The Derivation of the Marshallian Curve from the 
Paretian Indifference Curves 


In the September, 1941, issue of this Review (pp. 569-70), Mr. Arthur 
Kemp criticizes Professor Whittaker for applying the term “indifference 
curve” to the curve used by Alfred Marshall in his Pure Theory of Foreign 
Trade. The two curves, contends Mr. Kemp, “differ both in mechanics and in 
underlying assumptions.” The Marshallian curve is based upon a utilitarian 
philosophy which assumes that total utility can be measured quantitatively. 
The Paretian curve is not based on any such assumption. Hence Mr. Kemp 
Suggests that, to avoid the confusion resulting from the fact that both types 
of curves are used in the formulation of the theory of international values, 
4 special name be given the Marshallian curve. 

In his rejoinder to Mr. Kemp’s criticism Professor Whittaker, in the 
December number of the Review (pp. 835-36), admits the validity of 
Mr. Kemp’s contention that the Marshallian curve is not identical with the 
“Indifference curve” as used by the members of the Paretian School. But 
Professor Whittaker refuses to admit that there is any such essential differ- 
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ence between the Marshallian and the Paretian curves as Mr. Kemp pro- 
fesses to find in their assumptions regarding the measurability of utility, 

The writer is in complete agreement with the rejoinder of Professor Whit. 
taker—as far as it goes. The purpose of this article is to demonstrate hoy 
the Marshallian curve is related to the Paretian indifference curve, By 
first we might note for the satisfaction of Mr. Kemp that a different name 
has actually been given to the Marshallian curve. Some English economists, 
at least, designate this curve as the Marshallian “demand and supply” curve. 
or, more simply, the Marshallian “offer” curve. We shall call it by the latter 
name in this article. 

The Marshallian offer curve, 
though not identical with the Pare. 
tian indifference curve, can actually 
be derived from it, as an examina. 
L tion of the accompanying diagrams 
will demonstrate. On the indifference 
map of Figure 1, quantities of cloth 
and linen are measured on the X and 
Y axes, respectively. Each indiffer. 
ence curve is a succession of points 
which represent combinations of 


ae various quantities of cloth and of 


Y 


// 


Linen 


linen to the possession of which the 
individual in question is indifferent, 
0 Cloth C since they all express equal total 
Fic. 1 utility. But though all points on any 

single indifference curve represent 

combinations of equal total utility or significance, any two points on different 
indifference curves will represent combinations of unequal significance. The 
farther the indifference curve from the point of origin O, the greater will be 
the total utility of any combination of goods represented by any point lying 
on the curve; and vice versa. Hence, on the assumption that total utility 
is measurable, the plotting on the Z axis (perpendicular to the XY plane) 
of total utilities corresponding to all combinations of goods on the indif- 
ference map would result in a three-dimensional figure which would slope 
continuously upward as indifference curves were encountered successively 
farther and farther from the point of origin. But since the Paretian indiffer- 
ence map is constructed on the assumption not of the measurability, but 0! 
the immeasurability of total utility, the indifference curves represent contour 
lines not of cardinal, but of ordinal, not of absolute, but of relative sig 
nificance. Other characteristics of the indifference curves are: (1) they must 
slope downward to the right; (2) they must be convex to the point of orig 
(thus expressing an increasing rate of marginal substitution); (3) the slope 
of a tangent drawn at any point on an indifference curve will represent the 
relative marginal significance of one commodity in terms of the other, #4, 
the angles formed by the tangent and by the X and Y axes will expres 
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the relative marginal utilities of the two commodities X and Y, respectively. 

This is the subjective side of the theory of exchange as formulated by the 
indifference curve analysis. The objective factor is, of course, the market 
orice which is assumed to be given. This is expressed by a series of parallel 


lines connecting quantities of cloth and of linen on the X and Y axes in the 
same proportion as the market ratio, e.g., in the diagram at the ratio of 1:1. 
While the indifference curves express the rates at which an individual would 
be willing to exchange one commodity for another at different points on the 
indifference map, the price lines express the rate at which he can exchange 
one for the other. Hence, starting at any point on an indifference map, the 
individual will move to the right or to the left (exchanging units of linen for 
cloth, or vice versa, at the market rate of exchange), until he reaches a point 
where the market line is tangential to an indifference curve. Since this is the 
highest indifference curve that can be attained, the combination of quantities 
of linen and cloth represented by this point will yield the highest satisfaction 
or total utility that can be achieved under these conditions. Hence, point E 
in Figure 1 represents the condition of equilibrium of an individual who starts 
exchange in the possession of any of the combinations of quantities of linen 
and cloth found on the price line CL. And so for all other possible price lines. 
What is the relationship between these indifference curves and the Mar- 
shallian offer curve? It should first be noted that there are two types of offer 
curves (as there are two types of unit demand curves in the marginal utility 
analysis); viz., the individual offer curve and the collective offer curve. 
Let us begin with the individual offer curve, which can be used as a con- 
venient analytical tool to express the conditions of equilibrium in the case 
of isolated exchange of two goods between two single individuals. This curve, 
as represented in Figure 2, is derived directly from the indifference curve 
map of Figure 1. The subjective factors in both cases are the same. The 
difference is on the objective side. For, while in Figure 1 we superimpose 
upon the indifference map a series of price lines constructed parallel to each 
other, on the assumption that the exchange ratio or market price is constant, 
in Figure 2 we assume not constancy but variation in price ratios. 
_These variations in the price of cloth in terms of linen are expressed by 
allowing the price line to rotate clockwise about C in such a manner that 
it cuts the Y axis at points L’, L?, L*, L*, L®, etc. This means that successively 
increasing amounts of linen can be obtained in exchange for OC of cloth, or 
that the price of cloth is falling in terms of linen. Now, by superimposing 
these alternating price lines upon the indifference map of Figure 1, we can 
establish the individual’s positions of equilibrium corresponding to these 
different exchange ratios, i.e., the points at which these different price lines 
are tangential to an indifference curve. These points indicate the amounts 
of cloth an individual, having OC of cloth, would exchange for linen at the 
various prices of linen in terms of cloth, and, conversely, the quantities of 
‘nen demanded at these various prices. For example, moving along the 
price line CL", he would exchange CA of cloth for AL of linen. Hence, CA 
represents the supply of cloth which constitutes the demand for AL of linen 
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at the price of cloth in terms of linen OL*/OC (or AL/AC) which is tay 
angle L*CO. And so for all other prices. Connecting all these points oj 
equilibrium and rotating the figure clockwise through 90 degrees, we hay. 
the individual offer, or demand-and-supply, curve OC of Figure 3, which 
curve CC’ of Figure 2. This curve is but a series of equilibrium points on 
indifference map, showing the quantities of cloth an individual will 

and the quantities of linen he will demand over a definite range of prices 
of cloth in terms of linen. The price of cloth in terms of linen at any point 
on the curve OC can be found by drawing a straight line from O 

that point. Thus at point E the unit price of cloth in terms of linen is AE/A0 


Y Y 
¢! 
A 
£ 
rs) 
O Cloth A B Linen 
Fic. 2 Fic. 3 


or tan angle AOE; and the unit price of linen in terms of cloth is AO/AE 
or tan angle AEO (or EOB). Hence as the line OD rotates clockwise, the 
price of cloth in terms of linen becomes more and more favorable to the 
supplier of cloth; and vice versa. Now let us assume that the dotted line OL 
represents the offer curve of another individual with linen which he is 
willing to exchange for cloth. Superimposing this curve upon the curve OC, 
we find that they intersect at P. This point corresponds to what Marshall 
calls the “true position of equilibrium” in the case of barter between two 
individuals in isolated exchange.’ And the price expressed by a straight line 
drawn from O through P would be the “true equilibrium price,” i.¢., the 
price which, if mutually agreed upon in the beginning, would equalize the 
quantities of both goods demanded and supplied by both individuals, and 
hence would terminate exchange without any further bargaining or alteration 
of price, 

The collective offer or demand-and-supply curve, as used by Marshall in 
his Pure Theory of Foreign Trade and in Appendix J of his Money, Credit 


* Cf. Principles of Economics, Appendix F, “Barter.” It likewise corresponds to point § 
on the Edgeworth Contract Curve. Cf. Mathematical Psychics, L.S.E. reprint, p. 2. 
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and Commerce, is simply a summation of individual offer curves, just as a 
total unit demand curve is a sum of individual demand curves or relative 
marginal utility curves. Though one cannot add together the indifference 
curves of different individuals in a trading group, it is possible to total 
their offer curves which represent points of equilibrium or contact between 
price lines and indifference curves, i.e., quantities that will be demanded and 
supplied at different prices. Hence the collective offer curve for the trading 
croup with cloth represents the quantities of cloth that will be offered or 
supplied and the quantities of linen that will be demanded by the entire 
group at various prices of cloth in terms of linen. The properties of these 
collective offer curves, as described by Marshall in his Pure Theory of Foreign 
Trade, follow logically from the nature of the relationship between the 
individual offer curve and the indifference curves as shown above. Finally, 
it is evident from the very nature of the offer curve that individual unit 
demand and unit supply curves can be constructed directly from individual 
offer curves; and total unit demand and unit supply curves from collective 
offer curves. All the necessary data are there regarding the relationship 
between unit prices and quantities demanded and supplied. 

This exposition, the writer believes, should substantiate the restatement 
of Professor Whittaker’s views on these tools of economic analysis, viz., that 
since the Marshallian curve is closely connected with the Paretian indifference 
curves, the assumption of measurability of utility is as unnecessary for the 
former as for the latter. In undertaking to show the nature of this relationship, 
the writer lays no claim to an original discovery. It was pointed out to him 
several years ago by Professor Lionel Robbins of the London School of 
Economics. But, as far as the writer knows, it has not yet been elaborated 
in the literature of economic science. 

TuHomMAS F, DIVINE 

Marquette University 


Application of the Indifference Curves Analysis to 
Rising Demand Curves’ 


A demand curve may rise with rising prices (1) because of the income 
effect or (2) because the character of the commodity changes with a change 
of its price. This note intends to show how the indifference curve mechanism 
may be applied to the second case. 

_ The usual indifference curve mechanism cannot be applied. The commodity 
is the same only at one price, whereas indifference curves show amounts of 
the same commodity at different prices. There do not exist any indifference 
curves in the usual sense but only tangent points of the price lines with 
hypothetical indifference curves. We may connect all these points for a given 
price and for different incomes. Curve I, (Figure B) shows the amount of 
the commodity that will be purchased at the price p = 1 at any income I, 


* Journal Paper No. J-950 of the Iowa Agric. Exp. Sta., Ames, Iowa, Project 710. I am 
indebted to Prof. Hotelling for his criticism. 
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I, shows the same for the price p = 2, and so on.* The curve I, need not becom 
steeper or higher as p increases, but can also become less steep and lower, as 
shown by I, and I,. Otherwise the demand curve would not be rising, 

If a person’s income is OM and the 
price is p = 1 he can move along the 
price line p,. He will move to P, be. 
cause the curve I, shows which 
quantity he buys at the price p = |, 
The same procedure can be maze {or 
other prices. Connecting the points P, 
we obtain curve B which shows the 
quantities bought with a given in. 


the price lines p, at the intersection 
points P, show the price, and th 
abscissa of the points P, show the 
quantities bought at the various prices 
with the income OM, so that the de- 
mand curve may easily be constructed 
(Figure A). 

In order to see at what price the 
consumer is best off we need indiffer- 
ence curves between the prices and 
the quantities of the commodity 
(Figure A), They show what quanti- 
ties of the commodity at variow 
prices make the person equally wel 
off. If the satisfaction derived from 
one unit of the commodity increases with its price, the indifference curves 
will fall from the left to the right, but may be convex or concave from above 
or straight lines. ; 

Into this diagram we may transfer the demand curve (see Figure A). The 
tangent point of the demand curve with the highest indifference curve shows 
the price of the commodity which at a given income makes the individual 
best off. For each other income another demand curve can be drawn and 
another optimum price may be obtained. 

The optimum point T cannot lie on the part of the demand curve whic 
is rising from the left to the right: the demand curve can rise only becaus 
the satisfaction from the commodity increases with increasing price. The 
indifference curves must be falling and cannot be tangent to the demand 
curve in this part. The optimum point for the consumer, therefore, can be 
only on the falling part of the demand curve. 

If the commodity does not change with its price, the indifference curves 
Figure A are vertical and the optimum point is at the price zero. 

Apotr 
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Iowa State College 
* The curves Ii, I, . . . need not be straight lines. 
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User Cost and Prime User Cost 


The prime cost of any item of economic activity (or act of production) is a 
concept which arises only in connection with the question whether the activity 
is to be undertaken or not. It consists of those costs (or increments of cost) 
that are incurred if the activity is undertaken but are not incurred if the 
activity is not undertaken. Prime costs are “extra” costs. They can be divided 
into (1) extra outlay on the services of factors of production, (2) extra outlay 
on things bought from other entrepreneurs (these two include all forms of 
extra outlay since things other than the services of factors of production are 
by definition sold only by entrepreneurs), and (3) extra diminution in the 
value (or in the increment of value) of the entrepreneur’s assets. Following 
Keynes’s notation’ F is outlay on services of factors of production, A, is the 
outlay on things bought from other entrepreneurs, and G is the value of the 
entrepreneur’s assets after producing (and selling) the extra output of the 
act of production considered; and F’, A,’ and G’ are the corresponding values 
of the outlays and of the assets if it is decided mot to undertake the item of 
economic activity considered. The prime cost is then equal to (F — F’), the 
extra outlay on the services of factors, plus (A, — A,’), the extra outlay on 
things bought from other entrepreneurs, minus (G — G’), [or plus (G’ —G)], 
the extra diminution in the value (or in the increment of value) of the entre- 
preneur’s assets. 

Prime cost is then F — F’ + A, — A,’ + G’—G. It can be divided into 
prime (or extra) factor cost (fF —F’) and prime (or extra) user cost 
(A, — A’, +- G’—G). Prime user cost may further be divided into the two 
parts (A, — A,’) and (G’—G). These would correspond roughly to prime 
materials cost and prime depreciation. The latter seems to correspond most 
nearly to the concept “extra wear and tear” although it really includes only 
such “extra wear and tear” as is not replaced. It is, however, best to include 
both of these items in the concept of prime user cost, because whether the 
using up of any particular thing will fall into the first or second of these sub- 
divisions will depend upon a relatively accidental element in the set-up—the 
degree of integration. It will depend upon whether the thing used up came 
out of the stock of the entrepreneur or whether it came out of the stock of 
some other entrepreneur from whom he bought it. In a completely integrated 
economy A, and A’, would disappear altogether. 

Keynes splits up prime cost in a different way. He divides it into factor 
cost (F) and user cost (—F’ + A, — A’, + G’—G), but obscures his pro- 
cedure by lumping A’, and F’ together as B’ so that the relation of its two 
elements to A, and F is not so easily perceived.? One gets the impression from 
reading his book that Keynes’s original idea of user cost must have been what 
I have called prime user cost (i.e., without the item —F’), Nearly everybody 
comes away from the book after a first reading with the impression that user 


‘The General Theory of Employment, Interest and Money, pp. 52 ff. 
_ “Let us suppose that [if the entrepreneur had decided not to produce the output] 
— would have spent B’ on its maintenance and improvement.” For U (user cost) Mr. 
fynes employs the expression (G’ — B’) — (G —A;); op. cit., p. 53. 
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cost is that value of the extra wear and tear (including the using up of mate. 
rials) that I have called prime user cost, although Keynes’s analysis is cop. 
sistently in line with the other division. 

Keynes gives the impression that the concept of user cost is necessary for 
the definition of prime cost which in turn is necessary for the definition of 
Income which is the object of the chapter in which user cost is introduced, | 
have shown that prime cost can be defined without bringing in the notion of 
either user cost or prime user cost so that all the difficulties that readers have 
had over user cost have been quite unnecessary (though sometimes perhaps 
welcome) obstacles to the acceptance of the general argument of the General 
Theory of Employment. Its appearance in the book is unfortunate not only 
for the propagation of the general theory of employment, but also for the 
concept of user cost itself. For I believe that the rather odd inclusion of —?’ 
in user cost, which puzzles readers so much that they generally fail to see it 
there, is a result of the context in which the notion was introduced. 

In putting —F’ in the second rather than in the first part of the two ele- 
ments which make up prime cost, Keynes gives as a reason the difficulty of 
deciding whether an item of the services of a factor of production is being 
applied to produce current output or whether it is being used to maintain or 
increase equipment or stocks; so that the Gordian knot is cut by supposing 
that all services of factors of production are utilized on current production, 
and F or factor cost is the first element of prime cost. This argument is not 
convincing. The element —F’ must be ascertained in any case in order to be 
included in user cost. This necessity is obscured but not avoided by lumping 
—F’ and A’, in B. There is then no special difficulty in defining F’ and, even 
if there were, it could not be used as a reason for making Keynes’s odd division. 

The real reason may perhaps lie in the pleasing result, yielded by Keynes’ 
definition, that in an integrated economy investment minus user cost is equal 
to zero. User cost is negative investment for it means using up equipment as 
contrasted with building it up. This looks neater than the corresponding tela- 
tionship on the definition of prime user cost that I am putting forward. The 
latter would under these conditions make investment equal to F’ minus prime 
user cost. Even for this purpose it seems to be more illuminating to say that 
investment is equal to the factors or original resources applied to maintaining 
and increasing stocks and equipment minus the using up of stocks and the 
wear and tear of equipment. This is perhaps a matter of taste, but it seems 
clear that the idea of extra wear and tear that is suggested by prime user cos! 
is an easier notion for people to grasp and is capable of being used at least as 
effectively as Keynes’s user cost. 

ABBA P, LERNER 

The New School for Social Research 
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Economic Principles and Modern Practice. By HENRY R. Mussey and ELiza- 
BETH DONNAN. (Boston: Ginn. 1942. Pp. viii, 840. $4.00.) 

This book will surely prove a very welcome addition to the large number 
of textbooks on economics already available. It represents a striking advance 
over most of these books in organization, presentation, and content. The book, 
of course, may prove to be out of date by the end of the war, at which time 
its wider use would otherwise be likely. We can scarcely tell at this time what 
kind of economy the post-war textbook will have to describe. 

The writer of an economics textbook faces many difficulties. Some of these 

problems confront the writer of a textbook in any field; others of them seem 
to be peculiarly applicable to our own. For one thing, it is hard to know what 
level of analysis to choose in preparing an introductory text. Should the pres- 
entation be abstract and designed to serve as a foundation for more rigorous 
work at some later date, reserving for that time all attempts to apply the 
economic theory? Or, instead, should the presentation be simple and related 
whenever possible to institutions in our own economy and to the problems that 
at present confront us? If the typical student intends to do further work in 
economics, perhaps a book at a highly abstract, theoretical level would be 
the ideal, perhaps not, On the other hand, if most students will go no further 
in economics than through the elementary course, such an abstract treatment 
would never prepare them to use economic principles in the analysis of issues 
which will later confront them as citizens, And generally there is a sufficiently 
large number of students in this country who do not carry their study of the 
subject beyond the introductory level to suggest the desirability of the latter 
procedure. 
j The second problem that the writer must face is that of presenting and 
integrating into the rest of the book the more recent developments in the sub- 
Ject, developments which in our field seem to be surrounded by an atmosphere 
highly charged with controversy and dissension. Should the student be kept 
innocent of all such developments? Furthermore, how can they be well in- 
tegrated with the rest of the analysis at a textbook level, especially when even 
at the more advanced levels that integration does not obtain? 

The final difficulty is almost an institutional one, if writing economics text- 
books can be described as an institution. The organization of such books has 
become traditional or, perhaps more accurately, ossified. The student learns 
irst What Economics Is, then by easy steps he proceeds to the examination 
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of such problems as “Are opera singers productive?” “Is a thief productive 
leading finally to an examination of the eighteen different kinds of socialism 
with brief paragraph comparisons between each such economy and capitalism, 
After the theory of value, the student is given, in the traditional writing, the 
theory of distribution. Following this, there is a small or large number of 
chapters on such diverse subjects as the business cycle, social security, railway 
regulation, taxation, tariffs, etc. There is no doubt but that such an organiza. 
tion is unsatisfactory, but there is also no doubt that it is traditional and that 
it enforces its pattern on the majority of even the most recently issued text- 
books. 

The authors of this book, in my opinion, have dealt at least adequately with 
all of these difficulties. They have evidently written their book with some 
attention, at any rate, to the student who is not going to specialize in economics. 
The importance of giving such a student a good theoretic background, al- 
though not an elegant one, is appreciated, but at the same time the advan- 
tages of relating economic principles to our own economy are kept in mind. 
The treatment is not wholly abstract; the more important principles are set 
forth exactly and accurately, but their applicability to the American economy 
is clearly demonstrated. 

On the second score the book is perhaps less successful. This is not due to 
the fact that important recent developments in economics are ignored but 
rather that efforts to integrate these developments with the main body of 
economics have not proved altogether successful. For this the authors can 
hardly be held responsible, since this integration has by no means always been 
achieved even at advanced levels. The theory of distribution still rides along in 
its classical buggy in spite of the fact that value theory is at least traveling in 
a Model T Ford and the theory of employment is practically airborne. 

The authors have not allowed themselves to be unduly influenced by the 
arrangement of material that has become sanctified by tradition. The organiza- 
tion of the book is much more purposeful than that, and consequently much 
superior. 

In the first section of the book, the authors present a bird’s-eye view of 
the economy. Important features of the economy are selected for description 
and the account is both valuable and interesting. In the second section, the 
forms of economic organization within the economy are examined. Business 
firms, both large and small, are treated at some length, with enough attention 
being paid to their accounting records to indicate the nature and function of 
each type. The authors successfully relate this analysis to their general purpose 
—that of describing how our economy operates. In the third section, which they 
have called “Value and Price,” they are essentially concerned with the oper 
tions of the individual firm: the nature of the demand for its product and 
how, given the nature of its cost, the firm decides upon the amount to produce 
and the price to charge. Perhaps in this section greater attention could profit 
bly have been given to the effects of changes in demand and changes in costs 
upon output and prices, and a more extended analysis of the nature of cost 
changes would have been welcome. The treatment of the oligopoly problem 
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and inflexible price, to which oligopolist conditions often give rise, is ad- 
mirable. Furthermore, in this section the authors show good judgment in the 
amount of highly abstract material they introduce. With the exception of 
their treatment of demand and its relationship to marginal utility—a subject 
which the reviewer believes worthless—they present only those tools of analysis 
which can be used in explaining basic processes of our economy. 

The section on monetary and banking mechanisms follows. Considered in 
‘solation, the material in this section is treated satisfactorily. However, it 
suffers by reason of a lack of integration with the analysis presented in the 
rest of the book. Apart from describing how banks operate, and doing this 
with great clarity, the analysis is pointed to answering the problem of the 
which appears in most other texts in the treatment of value theory and 
monetary theory appears also in this presentation. The explanation of changes 
in the general price level appears to have nothing in common with the analysis 
of changes in the price of a single commodity. To bring these two theories to- 
gether does not require the scrapping of the authors’ monetary theory but 
only its extension. One is also inclined to question their concern with the 
general price level. Just why should this concept be the center of interest? 
Usually the answer is phrased in such terms as that it helps to explain business 
cycles or that the concept is required in the explanation of changes in the 
distribution of real income. If either explanation is true, one should expect 
to find a closer connection between monetary mechanism and business cycles on 
the one hand or, on the other, monetary mechanism and distribution theory. But 
in this section of the book, the analysis stops short of either of these problems; 
we are left with something that purports to be the answer to what determines 
general price, but we are given no explanation of why we should be interested 
in the problem. 

\ section on the distribution and consumption of income follows. The 
treatment of wages, rents and interest is conventional in nature; that of profits 
is much more interesting. A considerable amount of valuable statistical ma- 
terial is presented in this section and due attention is paid to the réle of labor 
organization and recent government measures designed to affect the distribu- 
tion of income, The last chapter in this section is concerned with unemploy- 
ment and business fluctuations. Surely the theory of employment or of aggre- 
gate output demands a place, even in an introductory textbook, a good deal 
more important than that assigned to it here. The determination of employ- 
nent or the output of the whole economy is important enough to warrant ex- 
ended treatment, and, furthermore, it is not more difficult than value theory. 
But it can no more be treated adequately in one single chapter than can the 
“"— problem of price in a single firm be so treated. 

ne book ends with an examination of the réle of government in the 
‘conomy. Government regulation of railroads, trusts and public utilities is 
ciscussed, and the agricultural problem and measures taken by the govern- 
ment to deal with it are also presented. 

No consideration at all is given to the problems of an economy at war. In 
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one sense this is unfortunate, because an examination of the problems oj 
wartime economy throws a good deal of light upon the normal functioning 
of the economy, 

The book is clearly written, the style is pleasing and very readable, The 
book will be well liked by students and just as well liked by teachers. It js 
most welcome publication, one for which we have been waiting for a long 
time. Despite failings that are mentioned above, it will prove, in my opinion, 
a most useful and valuable textbook. 


Lorre Tarsus 
Washington, D.C. 


Economic Principles in Practice. By BRUCE WINTON KNIGHT. Rev. ed. (New 
York: Farrar and Rinehart. 1942. Pp. xiv, 659. $3.50.) 


Viewed as a “war edition,” this revision has serious shortcomings. The 
text is one of the few which included any systematic treatment of wartime 
problems in its original peacetime version. It originally contained one “war 
economics” chapter, and now contains two. One of these is reprinted almost 
verbatim, and both deal almost exclusively with 1914-18 experience. Reier- 
ences to 1939-42 are minimized. In the remaining chapters, references to 
wartime problems are of the hurried afterthought variety. For example, the 
problems of war man power are omitted from the chapters on labor and 
wages. The chapter on public finance makes no modification of its endorse. 
ment of progressive taxation to allow for inflation control. The space de- 
voted to direct economic warfare is actually reduced somewhat in the revi- 
sion, The war economics of blocking and exchange controls is barely men- 
tioned, and the use of foreign investments as instruments of extortion and 
espionage is omitted altogether. Among the strictures against monopoly, 
the wartime consequences of international cartelization are conspicuous by 
their absence. The international raw materials problem is discussed in 
blissful disregard of the possibility that “have not” nations may desire 
these materials for any purposes other than the legitimate demands of peace- 
time commerce. Even in the chapters specificially devoted to wartime prob- 
lems, such basic issues as priorities versus allocations, general versus specific 
rationing, quantity versus value rationing are ignored. 

To Professor Knight, war economics is simply an inferior sort of ers! 
economics to which we must turn as late and as seldom as possible. The 
fact of the matter is that, behind the backs of the majority of academic 
economists, war economics has come to permeate inextricably the entire 
peacetime mechanism. Furthermore, it may be expected reasonably to con- 
tinue to do so, for each of the present conflicting coalitions contains leading 
members sufficiently mistrustful of each other to continue the waging of eco- 
nomic warfare even in the event of a total victory for either side. To Professor 
Knight, war economics is a dose of unpleasant medicine. To the economy 
he is attempting to explain, it may have become part of the regular diet. 

Whatever may be its failings as a wartime revision, the new edition 
Professor Knight’s text has marked advantages over the old. There is a grea! 
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deal of additional material—perhaps as much as 20 per cent, when the re- 
duced type size is considered, as well as the increase of 53 pages. This 
additional material consists very largely of the theoretical backbone pre- 
viously presented in notochord form or omitted altogether. Whereas the 
earlier edition was primarily an institutional product for the country club and 
fnishing school trade, the new one is well over the line and is a worthy 
competitor for the attention of institutions educational in fact as well as in 
name. The transition is not without its cost. At times, particularly in the 
earlier chapters, the theoretical insertions assume the indigestible and 
exogenous characteristics of cloves inserted at random in a baked ham. In 
the later chapters, particularly in those dealing with distribution, the the- 
oretical and institutional material is combined with remarkable effectiveness. 
Certain minor objections may be made to the theoretical presentation itself, 
of which the following are perhaps the most important: 

In chapter IX, entitled “Goods for Goods,” various timeworn fallacies of 
a restrictionist character are disposed of deftly under the implicit assumption 
of full employment. Later in the same chapter when government pump prim- 
ing, which Professor Knight favors, is under discussion, this assumption is 
equally implicitly dropped. In chapter XV, entitled “Monopolistic Competi- 
tion,” Professor Knight talks about oligopoly, to the exclusion of monopo- 
listic competition in the Chamberlin sense. The treatment of joint costs is 
limited to cases of invariable proportions, in which all costs are joint, and 
such problems as railroad rate determination are discussed as though sepa- 
rate costs were determinable for each type of freight and length of haul. 
In his exposition of the operations of supply and demand in the long run, 
Professor Knight goes much further in concessions to “bulk line” reasoning 
than would most economists of the present generation. His section on tax 
incidence is somewhat hurried, and does not distinguish between short- and 
long-run effects; his treatment of the incidence of processing taxes commits 
positive error, in this reviewer’s opinion, by ignoring the obvious possibility 
of shifting them backward. In distribution theory, where most texts fall 
down badly, this one improves, but the treatment of distribution under im- 
periect competition is literary only and the chapter on interest omits any 
mention whatever of monetary factors. The business cycle theory presented 
is a capable, brief discussion more or less following W. C. Mitchell’s view, 
in which each stage gives rise automatically to the next. The possibility 
o! stagnation with underemployment equilibrium as a possible resting place 
Ss suggested neither in the 1939 text nor in the 1942 revision. In the dis- 
cussion of foreign exchange, rates are made to depend upon bilateral trade 
balances within limits set by gold points or stabilization fund operations. 

Professor Knight has always been one of the refreshing minority of text 
writers willing to take positions on controversial issues, and in this revision 
the proportion of his conclusions with which this reviewer would cavil has been 
reduced substantially. The neoliberalism of the first edition was a little on the 
parlor-pink side, with the sins of the labor and agricultural pressure groups pre- 
sented pianissimo between the fortissimo chords devoted to the malefactors 
of great wealth. The new edition retains its iconoclasm, but damns all the 
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pressure groups indiscriminately, going so far as to deny by implication 
the proposition that a sufficiently low income confers the inalienable right 
to sabotage the economic system. On the other hand, the possible benefits 
of monetary and fiscal reforms are underemphasized somewhat. On the fiscal 
side particularly, attention is paid only to progressive taxes and regressive 
expenditures as means of reducing inequality. Professor Knight takes 
a strong position in favor of discriminatory taxes on land rent (despite 
a degree of advancement over Ricardian rent theory almost unique in Ameri- 
can texts) and also favors capital levies for the retirement of public debts 
(despite the problems presented by the nonliquid character of the bulk 
of private capital). While Professor Knight has toned down or omitted 
certain of the numerous antimilitaristic observations of the first edition, 
enough remain to reaffirm his intellectual integrity. 

The organization of this edition is little changed. Professor Knight’s char- 
acteristic “onion-skin” pattern is retained. Thus, the basic factors governing 
the operation of the free competitive system—‘“the invisible hand” and di- 
minishing returns—come first. They are followed by a succession of second- 
ary institutions, until the final core of the enterprise economy, price deter- 
mination, is reached. Then the second half of the book works outward from 
this core, through the modifications resulting from monopoly, regulation, 
maldistribution, public finance, protectionism, to the final chapters on alterna- 
tive systems. In the last group, war economics is now included. This plan 
has an unique esthetic appeal, but it sometimes has unfortunate effects in 
separating chapters dealing with similar material. For example, the hanking 
system is described in chapters VII and VIII, while its rdle in price-level 
determination and cyclical oscillation does not appear until chapters XX 
and XXI. The principle of comparative cost is stated in chapter IX and 
applied in chapter XXX. Labor organization is discussed in chapter V, 
and its effect on distribution in chapter XXIV. The “war economics” chap- 
ters are XVII and XXXIV; and so on. 

Despite the greater theoretical rigor introduced in this revision, Professor 
Knight’s literary talents continue to shine almost undimmed. His text reads 
well; more important, it rereads well. Last and not least, the epigraphs at the 
head of each chapter are the most effective and most pointed such collection 
in economic literature, the works of D. H. Robertson alone excepted. 


M. BRONFENBRENNER 
Boulder, Colorado 


Economics, Principles and Problems. By James E. Morrat and others. 


Based on the original text by Lionet D. Epre. (New York: Crowell. 
1942. Pp. xiv, 1022. $4.00.) 


This revision of Professor Edie’s text by economists at Indiana University 
is more than an ordinary revision. It could well be called a new book, although 
the authors modestly claim only changes and additions, including a new 
treatment of value and price, with special attention to oligopoly and monop- 
olistic competition; an even closer tie-up throughout of economic principles 
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and problems; greater emphasis on the réle of government in economic affairs; 
mreater emphasis on taxation, public expenditure, and public debt, and deficit 
snancing; new chapters dealing with risk, insurance, wartime economy, un- 
employment, and trends in international trade; less attention to formal his- 
tory of economic and cultural development in order to permit inclusion of 
certain of the above subjects; and considerable rearrangement of the contents 
and enlargement of the book. 

This summary of the changes seems generally fair. The book, a rather 
massive volume, with its more than a thousand pages, includes about 300 
pages devoted to value and distribution, with some of the recent develop- 
ments in theory, although the general approach is pretty largely traditional. 
There is also more philosophical discussion than most of the “new school” 
economists would consider appropriate. There is no algebra in the book, no 
calculus, and only a moderate amount of geometry. On many controversial 
questions the authors content themselves with the presentation of different 
points of view, but generally avoid dogmatic conclusions. In their general 
point of view there is neither radicalism nor conservatism, but a fairly ob- 
jective liberalism. 

In this book there is a great amount of illustrative material, tables and 
figures and graphs, and detailed discussion of many recent laws and economic 
developments. Some of this material the authors have used to illustrate eco- 
nomic principles, but some of it can scarcely be tied into economic theory 
successfully. It is mostly good stuff, significant and up to date—some of it 
irom the Temporary National Economic Committee hearings and monographs; 
but of course the rate of obsolescence on statistical material is high, and there 
is a question as to how much of it students should be required to learn. Much 
of it will be out of date in a very few years; and yet perhaps economic theory 
does not stick very well when presented without it. It can hardly be said that 
the authors have given disproportionate share to such illustrative material, 
for many of the theoretical discussions are much more extended than are 
usually found in textbooks. 

The book is not as concise nor precise as some other leading texts—Garver 
and Hansen or Myers, for instance. What some writers explain in a compact 
paragraph, the authors of this book often elaborate at some length, perhaps 
in several different ways. On the theory of wages, for instance, there are two 
chapters; on interest there are, with statistical material, two chapters totaling 
more than sixty pages. Whether such extended discussion, perhaps of a num- 
ber of theories, and from different points of view, will prove more successful 
than brief and concise exposition of one theory is a question that most teachers 
ol principles have pondered more or less. Doubtless many students who reel 
oll memorized passages from concisely and perhaps italicized statements of 
principles do not understand clearly what they mean; but whether they will 
arn more by reading more material which is less explicit is a difficult ques- 
tion. Doubtless they will not and do not learn much either way, for the course 
n principles still stands as one of our academic failures. It will be interesting 
‘0 see what experience teachers have with this book. If the students can learn 
even half of what is in these 1022 pages they will know more than the re- 
viewer has ever been able to get across to them. 
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Altogether, the new “Edie” looks like a useful contribution to our list oj 
textbooks. It will call for time, generally a full year’s course. The teacher 
should have a pretty wide knowledge of the subject, if he is to tie the materia) 
up in a consistent whole, for the book, like all collaboration texts, is rather 
loosely constructed. Since the “isms” are not considered at all, many teachers 
will doubtless want to use some extra material on socialism, communism, and 
fascism; but the heavy emphasis on government functions in this book should 
lay a good foundation for such study at the end of the course. 


Joun Ise 
University of Kansas 


Political Liberty; A History of the Conception in the Middle Ages and Mod- 
ern Times. By A. J. CartyLe. (Oxford: Clarendon Press. 1941, Pp. 
viii, 220. $3.25.) 

Dr. Carlyle has distilled in this volume the essential tradition of the 
popular basis of authority, and of constitutional restraint upon executive 
power. Those who know the larger work on medieval political theory pro- 
duced over many years by him and his brother will welcome this résumé of 
such a theme by one so learned. 

Several other authors, and some with comparable qualifications, have 
undertaken very similar essays in the last year or two. When the times 
are out of joint, one of the minor compensations is the writing of good and 
short books by some great scholars who have found in lifelong researches 
some light on present issues. One of the aspects of his own work which 
Dr. Carlyle does not comment on is the fact that many of the works from 
which he quotes were, like this volume, the fruits of historical scholarship 
written as arguments in the midst of crisis. This one takes its place with 
Professor MclIlwain’s Constitutionalism, Ancient and Modern, and Consti- 
tutionalism in a Changing World, and with Guglielmo Ferrero’s recent book 
as reassertions for our time of the essential core of the everlasting argument 
against tyrants. 

It has the virtues that one might expect. Where Professor MclIlwain em- 
phasizes most the English constitutional development and the Roman ex- 
perience, Dr. Carlyle is at his best in his old hunting ground of the deep 
Middle Ages. In this sense his work supplements others, and has certain 
documentation which no one else could treat better. The treatment is excel- 
lent in the earlier parts, a little mixed as it proceeds into more modern 
ground. 

Most of the book is taken up with a digest of texts, from the late Roman 
Lawyers, through the classic names of Hincmar of Rheims, Bracton, Hooker, 
Althusius, Hobbes, Locke, Seysell, and the others. Separate chapters are given 
to the maintenance of the arguments that the “king is under the law” and that 
all power originates with the people as found in each major country of Europe 


in the seventeenth century, with closing chapters on Burke, Paine and Rous- 
seau. 


1043 
It 
tesyv. 
La 
[ake 
ccu 
fh 
adn 

> +} 
Vi 
norr 
( 

on 
not 
nare 
reat 
skel 
( 

1 
wht 
the 
+h 
Unt 
Wi 
ear 
W 4 
Wwe 
we 
Bu 
we 
Wl 
wi 
an 

4 


RCH 


t of 
her 
rial 
her 
ers 
and 
uld 


1943] BOOK REVIEWS 141 


It is hard to write in such times as these without paying forfeits in certain 
‘quits. Dr. Carlyle appears to have been rather hurried in parts of the book. 
This may well be forgiven, but nevertheless need not be ignored out of cour- 
tesy, At one point he blames Hobbes for not realizing that a revolution could 
take place in the manner of 1688, though Hobbes did not see that great 
occurrence, and we know too well how hard it can be to imagine the events 
of history before we see them. At another place he maintains that Bodin 
admitted that it was very hard to find a pure case of absolute monarchy, 
apparently forgetting the casual way in which Bodin rattled off a list of most 
of the kingdoms of Europe as examples. In the midst of his insistence on the 
normal character of the constitutional tradition he forgets the cyclical nature 
of tyranny which Plato insisted on and which Cobban recognized in his book 
on Dictatorship, And at one point he puts words into the mouth of Hooker, 
not all of which were actually said by Hooker (though Carlyle does this in 
parentheses where he quotes Bracton more fully than Hooker did). When he 
reaches the period of the French Revolution his discussion is little more than 
sketchy, and takes no account whatever of the réle of the Jacobin dictator- 
ship or of Bonapartism. 

Other faults in the argument are not so much those of the author as of a 
whole school of scholars whose liberal convictions made them unable to see 
the beam in their own eye while expostulating at the mote in the eye of an- 
other. In Dr. Carlyle’s present work this comes out in the frequent use of the 
word “absurd” to describe the arguments of étatists. A generation which has 
read of the dictatorship of the proletariat, and of the Revolt of the Masses, 
and has been told in many different ways that dictatorship has come back to 
earth to repay our sins, is not inclined to dispose of dictatorship so cavalierly. 
While we agree with the ethical judgment in favor of constitutionalism entirely, 
we yet think that dictatorship is caused, not accidental, and cannot be exor- 
cised by mere condemnation. 

These latter faults, however, are only such faults as may be found in any 
book which fails to be more than it pretends. The argument is inconclusive. 
But some of the evidence presented here is presented nowhere else equally 
well, and some of it is essential to an understanding of the tradition of thought 
with which it deals, and to the understanding of the political realities with 
which we are doomed to wrestle. 

GEORGE S. PETTEE 

Washington, D.C. 


Economic History 


The Indiana Company, 1763-1798; A Study in Eighteenth Century Frontier 
Land Speculation and Business Venture. By Grorce E. Lewis. (Glen- 
dale, Calif.: Clark. 1941. Pp. 358. $6.00.) 

Though the Indiana Company failed to acquire any part of the lands for 
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which it struggled throughout so many years, its history is important becays. 
it involved some of the outstanding figures of our Revolutionary Period anj 
because it illustrates the close relation which existed even at that early date 
between economic and political affairs. Its record does not reflect much credit 
upon those who were engaged in its operations. In this respect it did no 
differ greatly from other land companies of that era, but because importan; 
personages were concerned there has been a tendency among historians { 
whitewash these phases of the American record. 

Dr. Lewis, however, is not a whitewasher. He has combed the records and 
presents a detailed but lucid account of the operations of the Indiana Com. 
pany. Although sectional as well as personal controversies are involved, he 
displays no bias but lets the unvarnished facts speak for themselves, His 
work is unusually accurate, yet in one important factual matter he has fallen 
in error. The famous Camden-Yorke opinion was used by several of the 
American land companies to prove that a valid title to lands could be ac. 
quired by purchase from the Indians, their pretensions being based upon no 
other foundation. Yet that opinion was handed down in regard to purchases 
from the native princes of India, not from the American Indians, and had no 
bearing whatever upon the situation on this side of the Atlantic, The author, 
believing as he does in the genuineness of this opinion, makes a rather better 
case for the Indiana Company than the facts warrant, but it is clear that he 
does not do this intentionally. 

Since Virginia was the great opponent of the Indiana and other land com. 
panies, and since such prominent men as Benjamin Franklin and Robert 
Morris were interested in these concerns, they have often been treated with 
an undue tenderness by American historians. Consequently it is a relief— 
and something of a surprise in view of his interpretation of the Camden-Yorke 
opinion—to find Dr. Lewis stating as his final conclusion that “It must be 
admitted that the characters involved were not motivated to any great ex- 
tent by any large imperial or national aims. Personal gain was the dominant 
motive. But then individualism and opportunism have always been outstand- 
ing characteristics of ‘the American scene.’ The historian objectively mus! 
take these two characteristics into account, even though he himself inwardly 
may be pleased that at least one of the schemes for personal aggrandizement 
at the expense of the general welfare met with failure.” 

THOMAS PERKINS ABERNETHY 

The University of Virginia 


Economic History of the American People. By Ernest L. Bocart and Dov- 
ALD L. KEMMERER. (New York: Longmans Green. 1942. Pp. x, 90. 
$3.50.) 

This third edition of Professor Bogart’s Economic History of the American 
People retains practically intact the contents of the chapters covering the 
period to 1860. The latter part, constructed in collaboration with Donald L. 
Kemmerer, has been thoroughly revised. The general outline of the volume 
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follows very closely the form of earlier editions, but in the latter part sub- 

opic heads have been adjusted to the newer themes of the context. As with 
former volumes the text is abundantly supplied with factual material pre- 
sented in an interesting and instructive manner. In this edition the authors 
have maintained the high standard of scholarship, and the skill in presenta- 
tion, which Professor Bogart bestowed upon his earlier volumes. In the new 
text. sections covering the period from the outbreak of the First World War 
to 1942 have been revamped, reinterpreted, and brought down to date. 

Apparently, the authors have introduced a new philosophy in their eco- 
nomic history, or have given a greater emphasis to an older one. In their 
Preface they take the position that economic history recognizes the existence 
of other interests and of other motives to conduct than the economic, but “ 
insists upon the importance of the economic factors in conditioning the 
progress of a people.’ Is this statement a self-evident proposition, or do the 
authors intend to make the economic factors the “conditioning” forces in the 
development of cultures? In other words, are economic forces the main chan- 
nels and the others only feeders? The substance of this volume justifies the 
latter point of view, because relatively little attention is given to the social 
and cultural aspects of history, even in questions of national policy. To this 
reviewer it would seem that the word “progress” is a disguised plural, because 
change, development, advance, whatever you want to call it, flows in many 
streams, and in historical interpretation it is rarely possible to decide which 
is cause and which effect. 

This reviewer agrees with one of the author’s prefatory statements to the 
effect that one of the tasks of the economic historian is to “explain pertinent 
ommnnete principles and to make greater use of them in relation to our eco- 

omic history.” Throughout the volume the authors have applied this method. 
Thus, in emphasizing this aspect of their history, they have given a unique 
feature to their volume. 

What one misses in this book is an appreciation of the real spirit, or if you 
like, the essence, or distillate, of our economic evolution, We know it in its 
manifestations. But what is the life behind the outward and visible signs? Is 
ita vision, super-penetration, technique, or something else that gives char- 
acter to the movement? What is concealed in the history that makes it some- 
thing more than unchanging existence? Call it the “germ” of history if you 
uke, but it is the moving force. Notably since 1900, an invisible pilot has been 
at the wheel, guiding industry through uncharted channels, into a great 
variety of alloy steels, into powder metallurgy, into the emergence of the 

petroleum industry from a mere thermal technique into a full-fledged chem- 
ical enterprise, into the blasting of atoms into something more elementary 

hat the atom was ever thought to be, into the combining, at the will of the 
chemist, of molecules into bunches and chains to produce raw materials which 
do not exist in nature, and so on. What lies behind these advances? Possibly 
the answer is not in the realm of the economic historian. But these things are 
‘he essence of what we call economic progress. 
IsAAc LIPPINCOTT 
Washington University 
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William Rolleston; A New Zealand Statesman. By WiLL1AM Downie Srpy. 
ART. (London: Whitcombe and Tombs. 1940. Pp. xvi, 215.) 


The story of William Rolleston, as told by Mr. Stewart, who is himself , 
distinguished New Zealand statesman and scholar, is that of a young English 
gentleman and Cambridge graduate, brought up among conservatives ané 
ecclesiastics, who wished to escape from the trammels and conventions of his 
social circle to the freer life of a colony and dreamed of the possibility of 
building there a new and better social order. Soon after his arrival, in the 
year 1858, Rolleston went into sheep farming as a learner on a large station, 
but presently he acquired a station of his own, where he enjoyed the pleasures 
and endured the hardships of pioneer life until, in the year 1863, he entered 
upon his long and successful political career as education commissioner and 
provincial secretary for Canterbury. After that he became successively Under 
Secretary for Native Affairs, Superintendent of the Province of Canterbury, 
and member of Parliament for four constituencies. From 1879 to 1884 he 
held office as Minister of the Crown. 

Although always a consistent liberal, Rolleston early acquired a reputation 
in certain quarters as a dangerous radical because of his opposition to land 
monopoly, his standing up for the rights of the Maoris, and his insistence on 
free, secular, and compulsory education. In the year 1882, as Minister for 
Lands, he introduced a bill for a system of perpetual lease to apply toa 
third of the Crown lands. The rents were to be 5 per cent on the unimproved 
value with revaluation after thirty years and later revaluations after periods 
of twenty-one years. The bill was passed, but Rolleston’s intentions were 
frustrated by the insertion of a clause permitting purchase at prairie value, 
which was about £1 an acre. Thus gradually the perpetual leases were con- 
verted into freeholds. 

By way of contrast to his moderate radicalism, Mr. Stewart calls attention 
to Rolleston’s bitter opposition to Vogel’s grandiose plan of 1870 for a vast 
expenditure of borrowed money on immigration, railways, roads, and other 
means of promoting rapid settlement and development. Rolleston predicted 
dire disaster, which came after a nine years’ boom in the shape of a deep 
and prolonged depression. But by that time the population of New Zealand 
had doubled; useful public works had been built; and, even though the public 
debt had increased from £32 to £56 per capita, it was and still is a debatable 
question as to whether Vogel’s policy was not justified by a balance of gail 
over loss. At any rate, there are those who think that, when the present war is 
over, a similar program of expenditure may be the order of the day, even 
though it should greatly increase the present staggering debt. 

Mr. Stewart’s excellent monograph is an important contribution to the 
political and economic history of New Zealand and an interesting story of 4 
one-time radical who, in the new surge of politico-economic thought and ac 
tion, as represented by Ballance and Seddon, was “‘left stranded as a prisone! 
of the right.” 

J. E. LeRossicnot 

Tne University of Nebraska 
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Economic Systems; National Economies 


The Economic Problem of India. By T. N. Ramaswamy. (Bombay: New 
Book Co. 1942. Pp. 308.) 

‘Capitalism is in its dotage.” This opening statement of the final chapter 
of Mr. Ramaswamy’s book establishes the tenor of the volume. So also 
does the lament which runs throughout its pages that “we cannot build a 
stable economic system for India on competitive lines.” The author calls 
‘or “an economic system adequately sterilized against economic instabilities 
abroad” and for “the nationalization of the mechanism of economic adjust- 
ment.” This, he believes, would “give India an economic system which, 
though less efficient than that of the capitalistic type, is at least mor 
table.” To achieve this objective he offers a 3-point program: the “rescue’’ 
of India’s rural market from the instabilities of the international market for 
primary products; the substitution of codrdination for competition; and the 
establishment of a proper adjustment between rural and urban economic func- 
tions. 

The implementation of the author’s program would, in his opinion, involve 
the creation in India of regional economic zones, “which must be self-sufficient 
as far as possible,” and the codrdination of these zones in a national scheme 
of barter, The reorganization of agriculture would necessitate the regimenta- 
tion of individual farmers into a codrdinated system of rural production which 
would be adjusted to a noncompetitive economic system. This, he believes, 
could best be accomplished by the establishment of regional corporations with 
collectivized landownership. These corporations would undertake “the re- 
sponsibility of liquidating rural production and managing the rural circle of 
exchange, under a codrdinated barter system.” 

The program for industry advanced “means the conversion of all instru- 
ments of production and exchange into public utilities, under a zonal eco- 
nomic system.” The task of regulating the volume of production, and of co- 
ordinating it with demand, he would leave in the hands of zonal economic 
councils, to be established in each economic zone of the country. For foreign 
trade, he envisages “a system of economic conservation under which India 
would be a valuable asset to a new imperial system consisting of corporate 
economic zones between which trade is to be settled by a mechanism of barter 
adjustments.” 

M:. Ramaswamy speaks of the heavy rural indebtedness “born of the un- 
economic equation between incompetent production and competitive ex- 
change.” In so doing, he recognizes two of the important problems affecting 
the agricultural community of India—the debt burden and low productivity. 
There are other problems which the author also recognizes. He stresses the 
‘ragmentation of landholdings and its effect upon the introduction of scien- 
tc methods of cultivation. He speaks of the great part of the cultivated 
soil which is, and must be, devoted to the growing of basic foodstuffs, and of 
the urgent need of expanding the already vast irrigation projects in India. He 
recognizes, too, that the caste system and the joint family system have both 
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had their effect on Indian economic life, particularly in its agricultural aspects, 
but feels that their impcrtance has frequently been overemphasized. 

Most of the difficulties of Indian agriculture, serious as they are, can, ac. 
cording to the author, be overcome; he states that the productivity of rice 
lands can be increased fourfold and of wheat lands, threefold. “Thus out of 
the existing land resources alone, we could release 120 to 130 million acres 
from food crops under a scheme of economic conservation.” By the intro- 
duction of scientific methods of cultivation, at least a part of this increase 
might be accomplished with decreasing rather than increasing costs, One 
wonders why this advance, which is so urgently needed in India, cannot be 
accomplished under a competitive system, as well as under a collectivist one. 
Moreover, if it can be accomplished at all, cannot the lands thus released be 
used to produce both additional food for the unfed people and additional 
export crops which, with the increased efficiency in production, could com- 
pete more effectively in the markets of the world? Indeed, if it were possible 
to treble or quadruple the output of the soil, many of the problems of the 
Indian people who devote themselves to agriculture would disappear, and 
Others, such as usury and the fragmentation of landholding, could be the 
subject of legislation in a capitalistic state quite as well as in any other. 

Mr. Ramaswamy expresses doubts that industrialization, effective enough 
to cause any substantial rural exodus, can occur in India because of the neces- 
sity of Indian industries to compete with foreign products either in their own 
market or abroad. Yet, to the casual observer, there would seem to be a great 
opportunity to increase the efficiency of the industrial workmen in India. Ii 
this were done, such industries could afford to pay wages very much higher 
than the prevailing ones. There are a few factories in India which now pay 
twice the ordinary wage rate, and in which individual workmen equal in out- 
put those in similar factories in industrial nations such as the United States. 
Where such conditions prevail, the industries either can afford to pay higher 
wages or, because of their low cost of labor, can easily compete in the inter- 
national market. Because of the discrepancy between the wage levels in the 
United States and India, it would appear that many industries, by improving 
their efficiency and that of their workmen, could pay increased wages and yet 
compete with comparable foreign concerns. Indeed, there are some who be- 
lieve that improvement in standards of living, which increased wages would 
make possible, would itself operate substantially to enhance the efficiency of 
Indian workmen. 

It is trite to say that the development of efficient industries in India would 
operate to raise the standard of living of its people. The improved purchasing 
power and the demand for labor in the industrial centers would be advan- 
tageous to agriculture, and this in turn would be reflected in the advancement 
of the entire economy. It seems unwise to argue that improvement in the 
plight of the Indian people can be achieved by retarding economic develop- 
ment and by restricting international trade. History has given too many il- 
lustrations of the correctness of the contrary view. Efficient industrialization 
has invariably resulted in increased domestic and foreign trade and, with 
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adequate safeguards for consumers and workmen, in the advancement of the 
zandards of living of the people who directly or indirectly participated in it. 
"Not only does Mr. Ramaswamy feel that agriculture and industry cannot 
be develoy ed in India if it is to face international competition, but also that 
ws natural resources, including its mineral wealth, are inadequate for the task. 
Vet India has the largest and richest iron deposits in the world; its manganese 
ieoosits are extensive, and its coal resources are adequate for many years to 
come. It is the world’s largest producer of mica, and it has substantial de- 
oosits of chrome ore, bauxite, and titanium ore. It lacks adequate petroleum 
resources, but its potential hydro-electric power is vast. It does not have ade- 
quate reserves of tin, copper, lead, and zinc, but many countries have devel- 
oped their industries despite the absence of some or all of these metals within 
their national boundaries. Moreover, India has certain other assets; for ex- 
ample, it is the world’s only source of jute, the manufacture of which is now 
one of the country’s major industries. 

In no event should one lightly discount the industrial potentialities of India 
without taking into account the vast human resources at the disposal of the 
country. Indian laborers are versatile, and quickly adapt themselves to the 
repetitive processes of mass production. Given the possibility of adequate 
eamings, favorable working conditions, and security of employment, Indian 
workmen, in a short interval and in increasing numbers, could become efficient 
producers in many industrial enterprises. 

It would appear that the author had failed to give full consideration to the 
industrial and agricultural potentialities of his country. In his reiteration of 
the statement that India cannot compete in a capitalistic society, that it can- 
not improve the condition of its people or at least provide economic stability 
ina competitive world, there is a curious pessimism that is difficult to explain. 
The longing for stability and for improved standards of living are under- 
sandable in any country. Should isolation be offered as the chief solution, 
however, it would seem unlikely that these objectives could be attained. If 
the author’s program offers less hope for the achievement of efficiency, as he 
admits it does, it would fail to answer one of India’s greatest current needs. 
There must be more, rather than less, efficiency in agricultural and industrial 
production, if the people of India are to be adequately fed and clothed. Trade 
does not expand under the barter system and yet increased agricultural and 
dustrial production require more trade and actually operate to stimulate it. 
Indeed, trade is both an indication of and a necessary adjunct to any advance- 
ment in living standards. 

The book, unfortunately, is marred by numerous contradictions. It does 
serve, however, to direct attention to the many important economic problems 
oi India. It also contains much pertinent statistical data, But the author’s 
program for the solution of the economic problems of India appears to hold 
utue promise of success. Instead, it would almost certainly raise new and 
saver ones. 

FRANK A. WARING 


Washington, D.C. 
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Modern Burma: A Survey of Political and Economic Development. By Joxy 
LEROY CuRISTIAN. (Los Angeles: Univ. of California Press. 1942. Pp. ix, 
381. $3.00.) 


A general of the United Nations retreated into India after the fall of Rap. 


espec 
as her 


freed 
goon and explained the loss of Burma thus: “Ten percent of the Burmex deten! 
were pro-British, ten percent were pro-Japanese. The rest were just indi enem 
ferent.” Mr. U Saw, the ex-Premier of Burma, after his unsuccessful mission post-1 
to London to secure dominion status for his country, told the press on being at lea: 
questioned on the Japanese menace that he would rather trust the devil he Burm 
knew than trust the devil he didn’t. Any book on modern Burma must by we ki 
judged on its ability to explain these two statements, which, incidentally, ar religi¢ 
true of the Burmese people. This book fails to examine the depth of Burmes of ou 
hatred of British imperialists (and commercial Indian exploiters) and the intert 
deep and dynamic forces of Burmese nationalism. Yet it cannot be dismissed Burm 
on this score, for it was completed and even printed in Shanghai when Japan of th 
attacked Pearl Harbor. The author, however, has added an Epilogue dated milité 
January, 1942, to this American edition. much 
This work is composed of 16 chapters beginning with the geography and the E 
history of Burma and ending with a discussion of her foreign relations. Gen- choo: 
erally, all these chapters present a detailed and documented survey of the to ar 
various aspects of the Burmese question, most often from the western point IrOVI 
of view. The chapter on Burmese history is least satisfactory, for it gives one M 
the impression that the British came to Burma to give freedom to the Bur- docu 
mese! The British occupation of Burma is not very much different from the auth 
British occupation of India, effected by first obtaining commercial conces- auth 
sions for purposes of trade and then conquering part by part by force of cons 
arms. The chapters dealing with agriculture, commerce, and industry and Des} 
labor are full of interesting facts and figures and much that is unavailable tian’ 
elsewhere is presented here. The section dealing with the Burmese social life, with 
including its artistic and religious culture, provides some interesting reading not 
Mr. Christian’s eight years’ residence in Burma is reflected here in his keen shou 
observations on the Burmese social life and the several useful comparisons he rich 
draws with conditions in India. betv 
There is an excellent chapter on the Burma Road—a problem road about long 
which almost everybody talks but which few understand. The section dealing | 
with Burmese nationalism, politics and government is a narrative of events N 
beginning with the political separation of Burma from India in 1937 when 
the 1935 Government of India act came into force and ending with Burmese The 
aspirations for political and economic freedom, Burma, which was formerly 4 
province of India, was separated from the Government of India and became 
neither a Dominion nor a Crown Colony but a kind of partially autonomous ; 
political unit defying all classification. Here the author fails to explain why id 
the Burmese, who gave unquestioned loyalty to the British in 1914-18, tumed the 


so topsy-turvy in 1942, to the extent of being apathetic, if not favorable, 
toward the Japanese aggressors. 
The last two chapters deal with Burma’s relations with foreign countries, 
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specially her two big and rather friendly neighbors, India and China, as well 
as ber two smaller but troublesome neighbors, Thailand and Japan. The book 
ends with the tragic round-the-world flight of the Burmese ex-Premier to secure 
‘eedom for his country from the western democracies, and his subsequent 
jetention in the Middle East on the ground that he was in contact with the 
enemy. Mr. Christian does not give any blueprint of Burma’s place in a 
oost-war, peaceful and reconstructed Asia. Will she have her political freedom 
at least, if not all the four freedoms? Mr. Christian does not say much as to why 
Burma was not given her freedom long ago. Burma has no Maharajas such as 
we know in India. Nor does she have a Moslem minority problem or even 
religious dissensions. Burma does not have the caste system and its corollary 
of outcastes of some millions of untouchables. Burma has no such vexing 
internal problems as India has, which the British so readily point out. The 
Burmese are affable, able and kindly people and yet they have been deprived 
of their freedom for a long time, Why? Judging at least from one British 
military spokesman, who said that “Burma will be reconquered” (italics mine), 
much misery seems to be in store for these Buddhist millions. Who can blame 
the Burmese if such statements as these convince them that there is little to 
choose between the white and yellow imperialists? The author does not seek 
to answer these questions, for he seems to have considered them beyond the 
province of his study. 

Mr. Christian, however, has done a good job. He has made a detailed and 
documented study of a little known country on the basis of official, if not 
authoritative, sources. (In subject countries official sources are not necessarily 
authoritative or truthful.) This is not a popularly written book for public 
consumption. Much of it is in the academic vein meant for the serious student. 
Despite its several drawbacks, which are in the way of omission, Mr. Chris- 
tian’s book on modern Burma is the best one available in the English language 
within the knowledge of the reviewer, and he deserves the congratulations 
not only of the students of Oriental countries but also those on whose 
shoulders will fall the planning of the peace. The stability and security of this 
rich country, as big as Texas with a population of 16 millions, sandwiched 
between powerful and big neighbors, must be a major factor in reckoning pro- 
longed peace in a free Asia. 

S. CHANDRASEKHAR 
New York 


The Expropriation of Foreign-Owned Property in Mexico. By WENDELL C. 
Gorvon. Introduction by Samuet Guy InMAN. (Washington: Am. Coun- 
cil on Public Affairs. 1941. Pp. viii, 201. Cloth, $3.25; paper, $2.50.) 
This book is a timely and discerning treatment of a knotty international 
problem. Going beyond its title, it provides as well an excellent analysis of 
the Mexi an economy, its agrarian problem, and the powder-keg of its class 
elationships. Dr. Gordon portrays the expropriation of foreign-owned lands, 
oul helds, and railroads as a conflict between international property law and 
the irresistible force of a revolutionary people. Social change in Mexico meant 
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redistribution of wealth; wealth in Mexico meant foreign-owned wealth, for the 
most part. Mere legal niceties could not check the inevitable, 

The expropriated Aaciendas illustrate this well. Mexico’s twenty million 
inhabitants press heavily upon the subsistence, since only 7 per cent of the 
soil is cultivable. Owned historically by great owners, or by the villages as 
communal ejidos, much of this was transferred to foreign owners in the late 
nineteenth century under the Diaz government. The growing discontent of 
the peons made redistribution of the soil impossible to forestall. Cardenas in 
1934 began returning land to the ejidos. By 1939 twenty-five million hectares 
had been confiscated, 80 per cent from rich Mexicans, 20 per cent from 
foreigners. About two million hectares were expropriated from Americans. The 
problem arose whether compensation was legally necessary in an impersonal 
national reform.’ If so, how much? And in what medium could Mexico pay 
such a sum? 

The oil properties were a similar case. American, English, and Dutch com- 
panies up to 1937 had extracted a billion dollars in profits. In exchange, 
Mexico received a nominal export tax. Oil production was 90 per cent 
foreign-owned. Title to the oil had been long disputed. Ancient Spanish law 
reserved subsurface mineral rights for the state. Hence, Mexicans could argue 
that purchases of oil fields by foreign companies were void, even though 
supported by subsequent decrees and decisions. Accordingly, the Mexican 
Constitution of 1917 claimed title for the state. 

The impetus to nationalize the oil industry had varied sources. The con- 
panies had not helped industrialize Mexico as expected, few refineries having 
been built. Some firms had acquired property by fraud, others had financed 
uprisings against the government. The oil trade unions resented low pay and 
miserable living conditions. Mexican gasoline sold locally higher than abroad. 
Tax revenues seemed low, profits high, Another spur was the apparent 
exhausting of the fields. Production had fallen 80 per cent by 1930. 

In March, 1938, after a strike which the companies declined to arbitrate, 
the Mexican government occupied the properties of seventeen companies, 
including Standard Oil, Royal Dutch Shell, Sinclair, and Cities Service. Non- 
disputant companies like Mexican Gulf were not touched. Compensation was 
promised in ten years. In late 1941, under pressure of the United States 
Department of State, Mexico offered forty million dollars for both oil and 
estates seized. The oil companies have generally refused these terms. 

Another expropriation was the British-American owned National Railways, 
taken in 1936. This act created no furor, the properties being bankrupt and 
the bondholders scattered and apathetic. The railroad unions now operate 
the road. 

According to Dr. Gordon, additional expropriations are possible in mining 
and public utilities. However, the copper and silver of the Guggenheil, 
Anaconda, Phelps-Dodge, and other interests are already legally government! 
property and afford handsome tax revenues. Hence, expropriation is 00 
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vent, although labor unrest rocks the industry. Similarly, British and 
{merican electrical companies are tolerated because power expansion is 
greatly desired. 

In concluding, Dr. Gordon weighs the benefits of the expropriations. They 
bave not been great as yet. About 1,743,000 peon families received land, for 
eample, but increasing the scale of agriculture has not raised the total 
od supply. Gains will come only with better farm education and technology. 
\exico likewise has lacked markets for its oil. Boycotted by foreign tankers, 
eports diminished except for mere trickles to the Axis nations. When the 
War began, these ceased also, and Mexico held 3 millions of uncollect- 
ble debts. Oil storage facilities were exhausted. Since then, the boycott has 
laxed, but the tanker shortage still prevents effective export. The expropri- 
ited railroad system, never well located or maintained, remains in precarious 
fnancial and physical condition. 

Dr. Gordon closes his survey of the expropriations with the general pre- 
diction: “. . . the most radical days of the revolution are over . . . and the 
ion will dedicate itself for many years to organizing the new economy. 
» Undoubtedly expropriations will continue on a fairly large scale, but one 
which will decline as the social program draws to its logical conclusion. These 
future expropriations will be better controlled, and the foreigner will not be 
required to carry a disproportionate share of the burden.’ 

Joun R. Watt 


University of Texas 


Statistics; Economic Mathematics; Accounting 


Fundamentals of Accounting. By Perry Mason. (Chicago: Foundation Press. 
1942. Text, pp. xv, 494; practical material, pp. 241. $4.75.) 


The author of this text, who is associate professor of accounting at the 
University of California, is already well known among teachers of accounting, 
and those who knew the book was in preparation have looked forward to an 
opportunity to examine it. 

There are few tasks which involve more exacting requirements in clear 
apesitory writing than the preparation of a text for the first year of college 
work in <r So many subjects need to be understood before others 
can be fully explained that great weight is thrown on order and arrangement, 
‘pecially in the first half, The notable—and desirable—tendency in recent 
texts to include more of the body of substantive accounting in the first year 
makes conciseness necessary if the treatise is not to become too extensive. The 
aided necessity for thoroughness and the desirability of imaginative treat- 
tent of administrative applications make the task truly exacting. 


Un October 6, 1942, Mexico announced new confiscations. The British-owned Mexican 
a cheery Railways, and the American-owned Southern Pacific railway and Pullman 
\ompany of Mexico will be taken over and will receive Mexican government bonds in 


return 


um, according to President Camacho. 
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Professor Mason has performed this task well. The outstanding impression 


one gets in reading the treatise is that of clarity in presentation. The severs| a 
parts of the subject are introduced in a logical order and one which shows ; "es 
high degree of pedagogical skill. A modified balance sheet approach is used em 
with such subjects as special journals introduced earlier than in many other - 
texts. Merchandise accounts with their attendant difficulties are not presented _ 
until students have been made familiar with the basic records. The explana. - ve 
tion of the several subjects is uniformly clear and lucid, and the reasoning is 
cogent without being carried beyond the capacity of beginning students, The Altho 
entire presentation is notably clear. to rep 
The text includes a consideration of both process and job order costs, con- preset 
solidation, the analysis of financial statements, and the source and application simila 
of funds, all of which are made an integral part of the presentatior. There are There 
also chapters on “The Place of Accounting in the Social Order” and “The higher 
Field of Accounting” which, happily, are so placed that students will have high, 
some familiarity with accounting when they approach these important sub- 3 
jects. 
“Questions and Problems” and “Practice Sets” covering 241 pages, which — 
seem well devised, may be obtained either bound with the text or separately. At th 
Professor Mason has shown a high order of skill in the presentation of a does | 
difficult subject. He has also done much to bridge the gap between accounting page 
and economics, making the book especially valuable for students most of tin 1 
whose other work is in economics. (c) a 
The book would have more bite in its later chapters if it gave more aiten- cover 
tion to the controversial issues which are so much a part of accounting. form 
Granting that it is designed for the first year of college work, should inventory was | 
valuation be presented (pp. 233-238) with so little evidence of the real issues 1351 
involved and the great differences of opinion and practice which exist? The in tl 


same observations may be made with respect to legal restrictions on dividends 


(pp. 340-341) and a number of other subjects. if Ea 

A few cases drawn from actual practice (the material at pp. 395-404 is tion. 
largely illustrative), cases which are tough and would engender differences of this 
opinion in the classroom as they have in practice, might well be used at the Tl 
end of the book to keep students from forming the impression that all is thou 
clear sailing in accounting practice. Ezel 

Clarity is a great virtue and this book is clear, but possibly it is too wel coef 
upholstered. Those of us who read classical passages in Cole’s Accounts: sign 
Their Construction and Interpretation, or in Hatfield’s A%odern Accounting, all ¢ 
line by line, as we read Caesar, were forced to survive fare that was more emp 
abrasive. an | 

One might wish for a few more hints of the nearness of the intellectual doe: 
frontier in this book. But Professor Mason has prepared an excellent book, out 
one that should be examined by those who are in charge of college courses " indi 


accounting. 
. A, Hos» 


Harvard University 


Varl 
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Methods of Correlatien Analysis. By MorprEcat EzexieL. 2nd ed. (New York: 
Wiley. 1941. Pp. xix, 531. $5.00.) 

One reviewer of the first edition of this book wrote: 

Failure to appreciate fully the merits of mathematical curves has led the author to give 
much less attention than would be appropriate in such a text to consideration of character- 
istics of different types of equations. The treatment of this subject (pp. 66-70) is not 
only very brief, but is occasionally inaccurate. 


Although these mistakes were pointed out clearly, Dr. Ezekiel evidently chose 
to repeat nearly all of this material without correcting them (pp. 76-81). The 
present reviewer feels impelled to point out several additional mistakes of a 
similar nature. On pages 224-26 we read: 
There may be certain temperatures to which the plant does not respond and then certain 
higher temperatures which produce a marked response. Again, if the temperature is too 
hich, a marked reduction in yield might be produced. These considerations lead to the 
following conditions for the temperature curve: ... 

3. It might have two points of inflection, one where it started to rise rapidly, the 
second at the optimum. 


ely. At the optimum temperature the maximum yield would be obtained. A curve 
f a does not pass through a point of inflection at the maximum. In a footnote on 
ing page 103, Ezekiel refers to the United States Department of Agriculture Bulle- 
of tin 1351, by Hugh Killough, and states, “Here equations of the general type 


(c) and (e) were both found to yield almost identical curves, within the range 
covered hy the observations studied.” Ezekiel’s equation (c) is a logarithmic 
form of the parabola while (e) is an hyperbola. Although no page number 
was given by Ezekiel, the present reviewer found only one chart in Bulletin 
1351 which contains two equations (p. 8) and Killough states, “The curve 
in this figure is described by two formulae, a reciprocal formula used by 
Working coinciding with an exponential formula used by Moore.” It looks as 
if Ezekiel does not distinguish between a parabola and an exponential func- 
4 It is interesting to add that an exponential function does not appear in 
this book. 

The coefficient of part correlation has been dropped from this edition. Al- 
though he and B. B. Smith collaborated in the discovery of this measure, 
Ezekiel is brave enough to state, “Little practical use has been found for this 
coefficient.” The reviewer wishes that Ezekiel were as quick to recognize that a 
significant index of multiple correlation does not establish the significance of 
all of the constants implied in the use of freehand curves. Even though Ezekiel 
emphasizes the necessity of adjusting the index of multiple correlation by using 
an estimate of the number of constants involved in the freehand curves, he 
does not point out anywhere in his book that many of the constants may turn 
out to be merely random fluctuations from zero if the standard errors of the 
individual constants are computed. This is the outstanding weakness of the 
ireehand method—no one has shown how it can be extended to include some 


Jour. of Farm Econ., Vol. XIII (Apr., 1931). 
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measure of the reliability of the individual constants in the curvilinear ; 
sions. 

On page 263 Ezekiel concludes (somehow!) that his freehand curyes ; 
volve eleven constants, so he adjusts the standard error of estimate for 
loss of eleven degrees of freedom. The reviewer will venture a forecast that 
anyone would actually fit the function involving the eleven constants 
gested by Ezekiel, at least four (and probably as many as seven) of 
would not turn out to be significant if the 5 per cent probability point js 
as the criterion of significance. 

Furthermore, Ezekiel’s failure to test the reliability of the difference betw 
standard errors of estimate is a serious oversight. He points out on page 14 
that after his second approximation the standard deviation of z’” js 2. 
bushels, or slightly smaller than the “standard deviation of z’’, 3.0 b 
[obtained from the first approximation].” The difference between these 
values is not significant, so the second approximation is worthless. If Ezeki 
had adjusted these two values for the loss of degrees of freedom he woul 
have found them to be practically identical, for at least one more const 
was used to obtain the value of 2.80 bushels. The failure to test such differen 
led Ezekiel to give the unfortunate advice on page 247, “The process ordinaril 
would be carried through one or more additional approximations by repeati 
the steps shown.” He had already gone too far in making the second approxi 
mation, but advises one or more additional approximations! This review Ezeki 
wonders if Ezekiel had forgotten that he wrote: Only a 
ences, 
relatiot 
in eith 


Attempts to get a more accurate answer from a set of data than they are statistical) compa: 
capable of yielding are time and energy wasted? Packi 


On page 247 we read: the c 


So long as the standard deviation of each new set of residuals is smaller than that of t irom 
previous set (and no more complicated curves were drawn in, which would require mo What 
constants to represent them), the approximation curves may be regarded as approach corre! 
closer and closer to the underlying true curves. estim 


If we... use up more degrees of freedom by employing more constants in the curves, 
obtain a certain amount of spurious increase in the apparent correlation (p. 265). 
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The reviewer maintains that every time you bend one end of the curve wi 
out bending the other end in a similar fashion you should admit that you 4 
using a more complicated curve which requires more constants. Strangely 
enough, on page 263, Ezekiel admits that he used at least one more constat! 
in the second approximation than he did in the first, “. . . probably a quart 
parabola, involving four constants, would be required to represent f,(X,) 
its final shape, or three constants with its first form.” 
On page 247 Ezekiel states: 
. .. if it is desired to have a mathematical expression of the several curves, equations mi) 
be selected capable of representing the several curves whose shape has been determined 


by the graphic successive approximation process, fitting the mathematical curves according 
to the methods presented briefly earlier in this chapter. . 


* Quart. Jour. of Econ., Vol. LIV (Nov., 1939), p. 342. 
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The reviewer doubts the ability of Ezekiel or anybody else to fit to these data 
curves capable of representing the freehand curves shown and predicts that, if 
anyone would actually fit the function involving two cubic parabolas and a 
“quartic parabola” (a total of eleven constants), he would not obtain regres- 
sion curves which bend like the freehand lines shown. 

It is odd to find the author adding a footnote which proves the opposite of 
what he states in the text. On page 306 we read, “It is evident that there is 
sme correlation between X, and the other variables.” A footnote covering 
two-thirds of the same page ends with the conclusion, “So adjusted, 1,, 
shrinks to 0, showing no real correlation.” 

Chapter 9 is the most unfortunate one in the book. In it Ezekiel sets out to 
refute the general impression that the better the correlation, the better we can 
estimate the values of the dependent variable. He uses three hypothetical cases 
and presents them graphically. The statistics assumed are given in the first 
three lines below. The reviewer computed those in the fourth line. 


A B C 

r= 8. r=.71 r= 47 

bys = 2.5 b,x = 3.1 byz = 0.5 

2 Sx = 3.8 = 1.15 

oy = 5.4 sy = 1.30 

Ezekiel states on page 161: 
Only a small part (22 per cent) of the variation in yields is associated with rainfall differ- 
ences, as indicated by the low correlation (0.47) [in case C]. ... Yet in spite of this low 


relation, it is possible to estimate yields more accurately, given the rainfall, in this case than 
neither of the other two, as is shown by the standard error of estimate of 1.15 bushels as 
compared to 2.2 bushels for A and 3.1 for B. 


Ezekiel’s statements lead most students to'the absurd conclusion that, when 
the correlation is low and the standard deviation is small, we can estimate Y 
rom X even though Y does not depend much upon X. This is sheer nonsense! 
What he apparently failed to see is that, without any knowledge of X or the 
correlation between Y and X, we can estimate Y in case C better than we can 


tween Y and X. The standard deviations which the reviewer calculated prove 
that, if we use the mean yield every time we have to estimate the yield in case 
C, we will have better estimates than we can possibly obtain in cases A and B 
ty using the regression lines to estimate yield. Ezekiel confuses “improvement 
in the ability to estimate” and “ability to estimate.” 

From the point of view of the student who is just beginning the study of 
correlation, a serious weakness of the book arises out of the fact that ap- 
parently Ezekiel carried out most of his computations to more places than 
were finally published in his book and then independently rounded off each 
tumber separately. We find on page 331, for example, 


sux (80.7) (0.70) (0.57) (6523) (0.70) (0.57) 
- 4/ (0.73) (6) - 4/ (0.5348) 


regres 

es ig 
for tf 

that 

S sug 
they 
we 
re 24 

2.8 
ushe 

Zeki 
enc 
aril 
satin 
leweg 
6S, We 

f the 

mor 

ing 

estimate Y from X in cases A and B with a knowledge of the correlation be- 

are 

rtic 
may 
ined 


156 THE AMERICAN ECONOMIC REVIEW, [MARCH 


The square of 80.7 should be 6512.49 instead of 6523. The careful student 
may remember that away back on page 155 Ezekiel took the square root of 
6523 to obtain 80.7, but if he tries to check the computation on page 155 he 
obtains 6525 instead of 6523. This is due to the fact that another number 
was rounded off independently after more digits were used than were printed 
in the book. The student may also be slightly disappointed to notice that since 
the square root of 6523 is really 80.765, Ezekiel rounded off incorrectly when 
he used 80.7 in place of 80.8. The square of .73 is .5329 instead of .5348, The 
latter figure was not computed in the book anywhere, so the careful student 
would have to calculate it himself if he wanted to discover why it was used, 
Of course, he might trust the author, but this would be risky in view of the 
fact that the reviewer did not obtain the same results shown by Ezekiel from 
the figures given on pages 97, 148, 149, 156, 171, 196, 456, 464. These were 
small errors which were probably due to Ezekiel’s practice of rounding off at 
the end of the process of computation. This may be all right in practical work, 
but when a new student is being guided through a series of computations for 
the first time, he should be shown the square of the number given on the page 
or he should at least be enlightened about what the author is doing when he 
does not use the square of the number shown. More serious errors appear on 
other pages. Quite a few of the errors appeared in the first edition and are 
reproduced in the second edition eleven years later. 
To summarize, the reviewer thinks that this book has disadvantages which 
seriously limit its usefulness as a textbook. 
HARRY PELLE HARTKEMEIER 

University of Missouri 


Business Cycles and Fluctuations 


The Creation of Purchasing Power. By Daviy McCorp Wricut. (Cambridge: 
Harvard Univ. Press. 1942. Pp. 251. $3.00.) 


The subject of this book is our Number One peacetime economic problem: 
How can we successfully combat cyclical and secular deficiencies of purchasing 
power? It is clear, as Professor Wright points out, that price reductions can 
not be relied upon to solve the problem; the solution must be found in measures 
that will bolster effective money demand and guide it in the appropriate ¢i- 
rections. This book offers a penetrating analysis of some of the general types 
of plans that have been advanced for creating purchasing power. It makes no 
attempt to cover all the plans that have been proposed or to treat any indi: 
vidual plan in detail; rather, it concentrates on general principles and upo 
the problems that the various types of plans must solve if they are to be 
successful. The principal types of proposals discussed here are redistribution 
of income as a means of raising the propensity to consume, quantitative con- 
trol of bank credit (including Professor Fisher’s proposal for 100 per cent 
banking and Mr. Berle’s proposal for capital banks), velocity stimulators, 
negative rates of interest, deficit financing, and business subsidies. 
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Deficiencies of purchasing power can be divided, at least conceptually, 
into two types—secular and cyclical. Though Professor Wright acknowledges 
a heavy debt to the writings and teachings of Professor Hansen, he is not at 
ll certain that we shall face a tendency toward secular stagnation after the 
war. He does, however, think that we should be prepared if such a tendency 
should appear. The book expressly denies any intention of developing a com- 
plete theory of cy cles or even of business depressions, Yet it does offer a brief 
diagnosis of depressions as a background for evaluating the remedies proposed 
for them. The diagnosis offered is similar to that of Keynes and is a combina- 
tion of “monetary” and “real” analyses. Depressions are monetary phenomena 
in the sense that one of their essential characteristics is a decline of aggregate 
money demand for output. But this must not be allowed to obscure the fact 
that the decline of money demand is very unevenly divided among various 
types of output, that the accompanying unemployment tends to be concen- 
trated in certain industries and geographic areas, and that the unemployed 
factors tend to be both geographically and occupationally immobile, especially 
in short periods. Like many other recent cycle theorists, Wright finds the 
mainspring of cycles in the “lumpy” production of capital goods, and the 
impulse for this “lumpiness” stems from the wide fluctuations of demand for 
these goods. The capital goods industries themselves account directly for a 
considerable part of unemployment. Throughout the book Wright insists that 
the “real” structure of production is an institutional factor that cannot be 
ignored by a successful remedy for depressions, The newly-created purchasing 
power must, if it is to accomplish its purpose, be directed to areas (occu- 
aap and geographic) where the unemployed resources are already located 
or to which they can be transferred; and, in making alterations in the struc- 
ture of ssoducttall the probable distribution of demand among commodities 
during the succeeding prosperity period should be kept in mind. In the re- 
Viewer’s opinion, the most interesting and valuable parts of the book are 
those that evaluate schemes for increasing consumers’ purchasing power when 
a large part of the unemployment occurs in the capital goods industries. 
Professor Wright has accomplished what he set out to do. In brief compass 
he has succeeded in bringing out the most important weaknesses and strong 
points of each type of plan. By searching the economic literature one can find 
most of the criticisms brought out here, but the book makes its contribution 
by collecting and winnowing these criticisms, by showing the relationships 
among the various types of remedies, and by maintaining throughout an im- 
partial and analytical attitude, Wright’s attempt to synthesize several of the 
proposed remedies is well worth study. Especially interesting is the proposal, 
for which Wright does not claim authorship, to finance depression deficits and 
yet avoid future interest “burdens” by issuing to the banks non-interest- 
bearing certificates. 

A few specific criticisms, mostly on points of secondary importance, may be 
made. In my opinion, economists should cease to use the term “inflation” for 
analytical purposes. Wright presents an excellent criticism of the many defi- 
nitions of the term that have been advanced and proposes his own only cau- 
tiously and with full knowledge of its shortcomings, but the term can never 
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be made precise and free of emotional content. It would seem safer in each that P 
case to avoid the term and to describe precisely what is meant. Another tern ape 
that should be stricken from the economic vocabulary is “confidence.” |; 194, 
would be clearer to state specifically the type of effect on expectations that js in at 
question. The meaning that Wright gives to the term (pp. 181, 183, 191) js goods 
not clear. Is it “confidence” in money profits or in the purchasing power of _— 
money? lor 
In my opinion the criticism of 100 per cent banking does that scheme less oer 
than justice. I agree that the scheme has defects, that is does not control es . 
velocities, and that it is not an adequate remedy for depressions; but it does that 
look promising as a method of bringing the quantity of money under more pol 
accurate control, and this is one part of the broader problem, _ 
Wright’s discussion of stamped money and of the taxation of money hold. on . 
ings is limited to their effects on velocities. His estimate of these schemes might —e 
have been somewhat less adverse if he had considered their possible effects a th 
on the height of interest rates. a! 
The discussion of post-war slump (p. 211) does not bring out adequately re 
the differences between conditions at the end of a private investment boom - 
and at the end of a war boom. It may be true that in both cases there is an tal 
“overbuilt” capital goods structure. But in the first case most capital goods L. 
industries are likely to be “overbuilt” and thus to offer but few invesiment ae 
outlets for a considerable period, whereas in the second many of the “over- fed 
built” industries will be rendered obsolete by the coming of peace and new wy 
investment outlets may be opened quickly in industries catering to an ac- ont 
cumulated civilian demand. This is especially likely under present methods o/ = 
war finance. 
Lester V. CHANDLER 
Amherst College oe 
spen 
seco! 
Public Investment and the Trade Cycle in Great Britain. By R. F. Bretutr- less 
Ton, F. A. Burcuarpt and R. S. G. RutHerForD. (Oxford: Clarendon anal 
Press, 1941. Pp. vi, 455.) as 
This book does, and does well, three things: (1) It presents statistics for oo 
the period 1924 to 1938, showing the volume of capital expenditures by the \ 
central and local governmental units of Great Britain and by the semi-public 
enterprises, such as railways, electricity, and shipbuilding, that might easily 
be brought under close government control. These expenditures are comparet Con 


with total capital formation, and their fluctuations are compared with those 
of private capital expenditures. (2) It offers estimates of the primary elect 
of public investment on national income and employment, and less reliable 


estimates of their secondary and tertiary effects. These writers do much ‘0 & 
give flesh and blood to the usually skeletal multiplier analysis. (3) It discusses a 
the extent to which each of the various types of public capital expenditure deb 
could be rearranged through time to counter cyclical fluctuations of privalé mal 


capital expenditures. 
Only a few of the statistical conclusions can be presented. The writers find 


1043] BOOK REVIEWS 159 
[ARCH 

that public capital expenditures represent a large part of the total of such 
expenditures in Great Britain. For the period 1924 to 1936, “In only one year, 
034, did the public demand account for less than 40 per cent of the total 
output of capital goods; and in 1931 it was over half. If exports of capital 
woods are excluded, the proportionate importance of the public demand was, 
of course, greater still: it was, in fact, more than half of the home demand 
for capital goods in every year except 1933 to 1935, and in 1931 it was over 
60 per cent” (p. 59). In general, the public demand for these goods fluctuated 
less than private demand and the timing of the two differed in such a way 
that “It therefore appears that, to some extent at least, public and semi- 
oublic investment did exercise a stabilizing influence, both by the rather 
smaller magnitude of its fluctuations and by its different timing” (pp. 59-60). 
But this counter-cyclical tendency was less than it could easily have been and 
seems to have been the result not so much of conscious policy as of such factors 
as the slowness of public action. When public works have been initiated to 
lessen unemployment the tendency has been, as in the United States, to use 
projects employing a maximum amount of unskilled labor relative to expendi- 
ture, with the frequent result that a minimum of valuable social results is 
obtained. 

The book presents carefully worked out estimates of the amount of primary 
employment—that is, employment on projects themselves and in industries 
supplying materials and services for the projects—provided by public works 
expenditures. It finds that after allowance for expenditures on land, imports, 
and other objects that do not provide employment in Great Britain, the 
amount of employment created by each million pounds of gross public invest- 
ment varies with the nature of the project, and in 1930 it ranged from 3,110 
man-years of employment for each million pounds of expenditure on main 
road construction by contract to 4,580 man-years for each million pounds 
spent on foul-water sewerage done by direct labor (p. 304). The estimates of 
secondary and tertiary effects are necessarily, as the writers point out, much 
less accurate, Nevertheless, they represent an instructive case of multiplier 
analysis. 

This book is an excellent combination of statistical and theoretical analysis. 
It is to be hoped that someone will undertake a similar study for this country. 
Lester V. CHANDLER 
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Amherst College 


Consumer Instalment Credit and Economic Fluctuations. By GOoTTFRIED 
HABeRLER. Finan. research program, stud. in consumer instal. finan. 9. 
(New York: Nat. Bur. Econ. Research. 1942. Pp. xix, 239. $2.50.) 


The Financial Research Program of the National Bureau of Economic Re- 
search has thrown much light on the part consumer debt plays in our econ- 
omy. Haberler’s book follows eight studies on various aspects of the consumer 
debt problem. Haberler’s task is to study the relation to the business cycle, 
making use of the assembled data, earlier analyses, and organized staff. The 
result is a cautious, closely reasoned analysis of the way instalment credit 


160 THE AMERICAN ECONOMIC REVIEW [ Marcy 


affects stability. The statistical materials are employed to determine Current 


measurements which best depict the cyclical influence, and to provide leads 2 
and verification. The judgment shown in never accepting the statistical ma- vee 
terials as other than empirical evidence to be checked against logical analysi —e 
merits high praise. 

Light is thrown on the old argument regarding the extent to which jp. “n 
stalment sales increase business activity. Credit extension increases consume 
expenditure, and repayment diminishes it. The net effect appears to be , 7 
lower level of saving, since repayments probably reduce other types of saving 
The growth of industries making durable consumer goods has been speedei 
up by the growth of consumer credit, but Haberler finds it impossible to War 
measure the extent. 

Consumer credit is found to stimulate or depress total industry according 
to the direction of movement of the amount of credit outstanding. The credit. A 
outstanding series shows the cumulative contribution of current and past min 
credit transactions. The influence of credit involves the indirect influence of turt 
past transactions. Haberler holds, however, that the credit-outstanding series atte 
indicates only the direction of the influence, while the intensity of the stimv- ac 
lating and depressing force in the case of total industry is measured by the red 
net credit change series. Maintenance of the current level of activity is de. mo 
pendent upon a continuance of credit extension at the current rate. Only des 
acceleration or deceleration in the rate of credit extension will tend to move pe 
the level of general business activity, Haberler fails to discuss fully the inter. qu 
pretation of the paradoxical measurements in a period when the net credit pu 
change series is declining violently while the credit outstanding series is stil all 
rising. In the case of individual industries, Haberler holds that the series on dr 
new credits granted both indicates the timing and measures the force of the wi 
stimulating or depressing influence. A careful study of timing reveals that to 
the theoretical order of net credit change, new credits, and total outstanding ur 
is reflected in empirical data. or 

Consumer credit operates as a resonator or amplifier of fluctuations set up p 
by other forces, and also has an unknown influence on turning points. The of 
annual net change in consumer instalment credit is checked against national 
income, and the conclusion is derived that consumer credit has a very minor tl 
influence on the level of activity, much less than the net income-creating C 
expenditure of the federal government. 


Haberler holds that some of the techniques for controlling consumer credit 
in wartime may be used effectively in more normal periods. Demand rather 
than supply is found to be largely responsible for credit fluctuations. Any 
reasonable variation in the finance charge is held to be unimportant in ¢e- 
termining the amount of credit extended, but changes in the amount of the 
down payment and in the number of payments are held to be influential. (n 
the much debated question of equality between investment and saving, Haber- 
ler reverses his recent position to define these categories to produce necessary 
equality. His new definitions, set out in the Keynesian tradition, make it 
necessary to say banks save and dissave when bank deposits or bank notes 
are decreased or increased. 
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Current A summary statement of conclusions does not do Haberler’s book full 
@ leads iystice. It is so closely reasoned that only a full reading will produce the 
al ma. convincing flavor. Because of the function the study plays in the Financial 


Research Program, an effort was made to produce wide readability, The re- 
viewer believes that this requirement, through possibly necessary, was un- 


ich in. 

hin fortunate. 

ELMER C, BRATT 
| bea Lehigh University 

aVing. 


War Without Inflation, The Psychological Approach to Problems of War 
Economy. By Grorce Katona. (New York: Columbia Univ, Press. 
1942. Pp. 213. $2.50.) 

All economists agree that the value of money has a psychological deter- 
minant, because it depends on the velocity of money circulation, which in 
turn depends on the propensity to consume. Dr. Katona’s book is a successful 
attempt to demonstrate that this psychological factor must not be taken as 
a constant but can be influenced by policy. A wartime policy intended to 
reduce the velocity of circulation, so that the increase in the amount of 
money will be outweighed in its effect upon prices, must first prevent or 
destroy a dangerous “one-way expectation” on the part of the public. If 


hove people are convinced that an increase in prices is assured and that the 
nter- question is only whether this increase will be rapid or slow, speculative 
edit purchases will seem to promise gain without risk; and everybody will use 


all the available purchasing power as quickly as possible. Consumers will 
draw upon their savings and therefore money in excess of current income 


will appear on the market. Even if the inflationary gap was not originally 
hat too large, this addition to the effective demand may well make the situation 
ling unmanageable: “. . . the expectation of a mild inflation would create a severe 

one.” If, however, the impression is created that the government will not 
- permit any price increase, the consumer’s mind will be open to suggestions 
“ of an increased rate of savings, which will make a money increment innocuous. 
~ In explaining the methods which should be used to influence the consumer, 
the author shows a preference for rational argument, which this reviewer 
mS considers justified and commendable. The reader will regret that Dr. Katona 
» has not found space available to take open issue with those philosophers and 
* practical men who consider the masses essentially irrational. Since people 
“ must be convinced rather than persuaded, the author insists that a combina- 
. tion of psychological and economic policies is necessary. The government 
" must act in a way that men can believe in the prevention of all price increases, 
: and, in making its acts known, it must use an analysis of the human mind. 
: To the professional economist this book can be recommended without 
4 qualification. He will find it extremely stimulating and useful. Other readers 
a be warned that Dr. Katona—not in the meaning but in the form of 
“ iS statements—is a little too severe with the old-style economists who dis- 


regard the possibility of changing the psychology of men. He by no means 
ignores the limitations of psychological action, but he sometimes states them 
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by implication rather than explicitly. Psychological action cannot alter ih 
nature of the choice with which the consumer is confronted; namely, eith: 
to spend the money for present goods, or to save it, or to give up the idea thy 
money—or what he hitherto regarded and received as such—is a means jj 
obtain goods. Furthermore, some simplifying assumptions about human rm 
sponses to given stimuli come close to the nature of correct generalizations 
As an example, one may take the rule that resistance to savings increases x 
savings grow at the expense of consumption. Since the exposition of alters. 
tives and quasi-constant responses covers a wide field, the case for “mechs. 
nistic” economics—that is, for a kind of economics that anticipates definite 
effects from assumed conditions without psychological analysis—is somewhat 
stronger than Dr. Katona’s statements may seem to suggest. 
Dr. Katona’s book is not only a very valuable contribution to the analysis 
of the inflation problem, but also opens up vistas for a new development in 
economic theory. The use of psychological research by economists is not 
entirely without precedent: the younger Austrian School, for instance, ex- 
ploited Cuhel’s theorem that satisfactions are not measurable. But rarely 
if ever has an economically trained psychologist like Dr. Katona tried to 
assist the economists in the analysis of theoretical problems. This reviewer 
would like to see Dr. Katona or somebody with the same training apply his 
efforts to the problem of interest, which—from Béhm-Bawerk to Keynes— 
has been attacked from psychological presuppositions badly in need of a more 
thorough examination than our own science can provide. 
CARL LANDAUER 

University of California 


Public Finance; Fiscal Policy; Taxation 


Constructive Income Taxation: A Proposal for Reform. By Irvinc Fisum 
and HERBERT W. FisHer. (New York and London: Harper. 1942. Pp. 

iv, 277. $3.00.) 

In this book Professor Irving Fisher reviews and sums up his lifelong 
study on the concept of income and makes a detailed plea for a radical 
change in the existing system of income taxation. Many of his fundamental 
ideas in this field have already been presented in his previous books and articles, 
but here he discusses them with exceptional clearness and shows the ways 
and means of their practical application. In this sense it is a new book. 
To him, the present income taxes “are unfair, both to the taxpayer and to 
the government, not only because they impose double taxation (by taxing 
savings and their fruits) and allow double exemption, but also because they 
thus tax the producers of the nation’s wealth more heavily than those who 
merely spend.” Consequently, “the essential feature of his proposal is that the 
proposed tax base is income spent, excluding all income saved, such as w- 
divided profits and investments.” 
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Fisher has been attacked by several authors for his assertion that taxing 
avings amounts to “double taxation,” although J. S. Mill and many others 
held the same view. Often those who agreed with him contended that an 
outright tax on spendings is difficult to apply in practice. Fisher not only 
accumulates one argument after another in favor of a complete transforma- 
tion of an income tax into a pure tax on spendings but tries to prove how 
practical and simple its application is. 

In substance, this is not a new idea. It was developed long ago with great 
emphasis and clearness by a German writer, Eduard Pfeiffer, in Die Staats- 
einnahmen, published in 1866.* Unfortunately, Fisher learned about Pfeiffer’s 
book only “‘after most of his present book had been written” (p. 218). Fisher 
quite independently came to the same conclusion about the great advantages 
of a spendings tax, Ogden L. Mills, to whose memory the book is dedicated, 
was the first to draw and to introduce into Congress a spendings-tax bill. A 
chief merit of the book lies in the brilliant exposition of the argument. The 
book sparkles with wit and with remarks of great wisdom. It contains many 
remarkable, simple truths showing the failures and the destructiveness of our 
present-day tax policy. Let us give a few examples: 

High undistributed profits represent the most creative influence in our economic life... . 
Any country that would limit profits to 6 per cent would so retard its own industrial 
development as to become literally a backward country. . . . And in wartimes to limit 
the profits saved and reinvested in expansion is worse than to limit them in peacetime... . 
Any tax which includes savings must tend to keep the poor from ascending the economic 
ladder and the rich from descending it. . . . Corporate income taxes, if employed at all, 
should be nominal, should be levied solely on dividends and should be deductible by the 
stockholders. . . . If we attain some ideal equalization [scil., in private wealth] only by 
making almost everybody poorer [scil., through progressive taxation], we are making a 
mockery of justice. . . . To soak the rich in the sense of savings would be to soak the 
poor in the sense of real income. . . . The capital gains tax, like other tax evils, derives, in 


part, from the modern confusion between money and reality—whether real income or real 
capital 


Rebutting those who oppose the spendings tax on the ground that it is too 
complicated, Fisher points out that to enact the present income tax law 
required 21 revenue acts in 29 years and 43,000,000 words; or “to read these 
is to read the Old Testament more than 60 times or the New Testament more 
than 200 times.” 

Professor Fisher opposes the main feature of our present income tax as 
being based on the accretion or yield plus capital-increase principle. He pre- 
ers the simple yield principle which imposes a tax where and when there is 
cash out of which to pay the tax, A similar position is found in the more 


} 


‘In Vol. II, p. 18, Pfeiffer points out “the unfairness of a tax which does not take into 


asideration, whether a person spends all his income, or saves a part of it. Who saves has 
actually 
actually to pay the tax on the savings twice.” Therefore, he advocates a general tax on 
savings (allgemeine Verbrauchssteuer), instead of an income tax, and devotes two chapters 


t Proving that its collection is not complicated. In my study, American Federal, State and 

Local Tax Problems, p. 6, published in 1934 (from the Tax Magazine, Oct., 1934, p. 524), 

I indicated the importance of Pfeiffer’s idea, and also in my article in the Oct., 1942, issue 
{ Taxes: “The Spendings Tax and the Victory Tax: A Critique,” p. 616. 
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recent theories of taxation in the German literature. The great economic and 
social advantages of the yield taxes were emphatically stressed by Professor 
Andreae (1930) and the cash feature by Professor Lampe (1934)? Neverthe. 
less, it is a substantial and independent contribution of Professor Fisher tp 
these problems. 

His analysis of the spendings tax is far from exhaustive, however, By m 
stretch of logic is it possible to advocate a progressive spendings tax, since 
progr ssive rates are thinkable only as applied to general capacity to pay, 
On the other hand, there is no justification of any “subsistence exemption’ 
for the spendings tax, or else a well-to-do person may escape any due shay 
of his tax liability to the nation, The tragedy of this tax is that the Secretary 
of the Treasury must abhor all people who save and the government mus 
encourage spendings somehow or else increase the rate of the spendings ta 
very severely. 

Fisher quite correctly has urged simply replacing the present income tax bya 
spendings tax but it seems that he largely inspired the most illogical plan 
recently offered by the Treasury of a highly progressive spendings tax along 
with the “destructive” highly progressive income tax. 

Fisher thinks that an occasional shower of a death tax is a sufficient con- 
pensation for any too long savings, but such a viewpoint militates against al 
principles of a death tax as heretofore understood and is too simple. ... 
periodical tax on the increase of capital | Vermdgenszuwachssteuer| would be 
a more logical device for this purpose and for capturing gains and losses. His 
assertion that a spendings tax works as a tax on luxuries is also oversimplified: 
a rich man’s expenditure on a private library, modern paintings, antique col- 
lections, opera box, scientific expeditions, private charity, etc., would rarely 
come under the conception of a luxury. 

In general, Fisher is particularly right when he pleads for utmost leniency 
toward income applied to new investments, a policy widely recommended in 
modern theory and practice.* Equally justified is his opposition to corpors- 
tion taxation, as apart from the taxation of stockholders, and to exces 
profits taxes and to the gains-and-losses tax provisions. Nevertheless, consider- 
ing the political difficulty of abolishing the present income tax, the only logical 
and practical substitute for his still very complicated spendings tax would 
be the adoption of a general sales tax. 

It is a delight to read this most instructive book although it should be, to 
my mind, reédited in the form of a short pamphlet embodying a general model 
tax plan for the future with definite calculations of revenue from each source, 
a feature entirely lacking in the present book. The contribution of his brother 
Herbert W. Fisher is chiefly the study of the constitutionality of a spending 
tax. 

HAENSEL 

Northwestern University 


*See my American Federal, State and Local Tax Problems (1934), p. 6, and my Red 
Estate Taxation of the Future (Los Angeles, 1935), p. 5. 


*See my American Federal, State and Local Tax Problems (1934), pp. 6, 13. 
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ssessment Organization and Personnel. (Chicago: Nat. Assoc. of Assessing 
Officers. 1941. Pp. xvi, 429. $3.75.) 

Since its establishment in 1934, the National Association of Assessing Offi- 
cers has published a number of useful reports and studies broadly designed to 
contribute to the improvement of assessment practice. Among these publica- 
tions is the excellent little volume Assessment Principles and Terminology 
(1937). The present study, published under the supervision of the Public 
Administration Service, is essentially a compilation of ten progress ~eports 
issued by the association’s Committee on Assessment Organization and Per- 
sonnel during 1938-40, preceded by a 29-page official report of the committee. 
In the Foreword, the editorial and research work is credited chiefly to Ronald 
B. Welch, research director of the association; and an impressive group of 
tax administrators, economists, and professors of public administration are 
listed as committee members and advisors. 

The study opens with three chapters on primary and overlapping local 
assessment districts and state assessment districts. Following a chapter on 
the internal organization of local assessment departments are two dealing with 
selection, tenure, and compensation of assessing officers, and personnel ad- 
ministration. The four remaining chapters are concerned with administrative 
review agencies, judicial review, equalization agencies, and assessment super- 
vision. The plan of most of the chapters involves confining the first part 
largely to a presentation and discussion of basic, pertinent facts; and con- 
cluding with recommendations, their explanation, and supporting arguments. 
Several years ago many persons were startled upon learning that there 
were 175,000 units of government in the country. An unwarranted sense of 
relief might be engendered by the knowledge that more than three-fourths 
of the 161,000 property tax districts must levy on assessments established by 
some other governmental unit and that assessment districts number but 
33,000, including between 2,000 and 3,000 inactive districts. The committee 
believes that the “tremendous number of small districts presents one of the 
major problems of assessment organization.” It is pointed out that “over 
23,000 primary districts—92 percent of the total number—have populations 
of less than 10,000. . . . Such districts have an assessment task which is in- 
adequate for the development of specialized skills and the employment of a 
full-time minimum staff of one assessor and at least one assistant; they lack 
resources for the support of an assessment department; and they generally 
suffer from a relatively poor assessment performed at a relatively high cost 
per dollar of assessed valuation.” The recommended remedy: enlargement of 
assessment districts, for the achievement of which four means are suggested. 
Many of the 6,300 “overlapping” districts (duplicating, secondary, or over- 
lying, might be better terms) may, it is conceded, have present justification 
ior existence in the shortcomings of primary districts. It is recommended that 
the failures of primary districts be remedied and the legitimate raison d’étre of 
overlapping districts thus be removed. Specific suggestions are advanced. 

Local assessment of most taxable property is rightly considered not only 
“politically inevitable within the predictable future” but also “preferable to 
exclusive state assessment in the present stage of development.” Eight general 
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guides are offered for the division of the original assessment function betye, 
state and local agencies. 

Generally accepted principles of public administration naturally were dra 
upon for bases of recommendations concerning internal organization of |g 
assessment departments and personnel administration. It is, of course, recp. 
mended that assessors be appointed, not elected, to office. Two commiti 
recommendations not adopted by the association are that the state tax & 
partment or a state or local personnel agency be empowered to establig 
qualifications for assessors, to examine candidates, and to certify their fitnes 
for office; and that assessors should be removable for good cause, by th 
appointing agency if appointed, by the electorate and by the courts or th 
head of the state tax department if elected. 

For most states, two levels of administrative review of assessments—th 
local and the state—are recommended. Where competent state administrative 
review agencies exist, judicial review of administrative findings of fact should 
be limited to seeing that substantial evidence support the findings. The equal. 
ization function, it is held, can best be performed by a single agency on th 
state level. Inasmuch as review and equalization are “totally inadequate sub- 
stitutes for good original assessment,” the state tax department or similar 
agency should supervise local assessors even though assessment districts ar 
enlarged to an acceptable size and even though the state does not imposes 
property tax for its own support. 

The executive director of the association suggests in his Foreword that the 
completion of this work “marks the passing of another milestone on the road 
to efficient, equitable property tax administration.” A large array of illum 
nating factual material has been carefully collected, ordered, and presented 
for the first time in this study. Knowledge of the facts and a broad insight 
into the problems of assessment have yielded well-considered judgments con- 
cerning means of improving assessment organization and personnel. Few oi 
the recommendations are original and many have been made numerous times; 
but one of the unique values of this book is its thorough and discriminating 
sifting and distillation of proposed remedies into an “authoritative” set oi 
general guides applicable in diverse situations. 

State legislators, constitution-makers, their advisors, and all other persons 
interested in learning “what should be done about it and why” can find the 
keys to most of the answers in this volume. If the keys are used as rarely 
in the future as they have been in the past, the explanation no doubt will be, 
as it now is, that “Vested interests in public offices and in certain assessment! 
policies . . . combine with general public inertia to perpetuate the status quo.” 

Frep A. CLARENBACH 

Washington, D.C, 


Money and Banking; Short-Term Credit 


Banking Operations in Ohio, 1920-1940. By J. M. Wurtsett. (Columbus: 
Bur. of Bus. Research, Ohio State Univ. 1941. Pp. 217. $2.50.) 


With the publication of Banking Operations in Ohio, 1920-1940, Professot 
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nitsett has joined the growing number of students of the money markets 
ho have presented selective studies limited as to geographical scope, type of 
ancial institution, and time period. 

The area for investigation has been strictly defined and just as strictly 
dhered to in Professor Whitsett’s study. Although the Preface states that 


imitey Comparisons are made with the experience of banks in other states and the 
=< ountry as a whole, where possible,” little attention is given to nation-wide 
tablis rends in commercial banking and no analysis of the impact of Federal Re- 
fitnes ve policies or of Treasury operations is attempted. The reader must, if he 
Dy th jshes, speculate over the causes of a particular change in the trends in com- 
or the ercial banking in Ohio during the past two decades, except that some general 


ausative factors, such as the growth in population and manufacturing, are 
mentioned in chapter 1. Perhaps an exception to the avoidance of casual 
splanations is found on pages 69-72, where an excellent summary of some 
specific causes of the decline in commercial loans is given. 

The specific subjects of investigation are: (1) changes in the economic 
structure of Ohio; (2) changes in the banking structure of Ohio since 1920; 
(3) trends and contrasts in the assets and liabilities of state and national 
banks in Ohio; (4) trends and contrasts in liquidity, investing policy, and 


S ate other ratios for the two types of institutions; and (5) trends and current 
me tendencies in the earnings and expenses. The data have been obtained pri- 
marily from the annual reports of the Comptroller of the Currency and the 
i the Division of Banks of the State of Ohio. 
Toad Professor Whitsett’s factual material is admirably complete and one can 
Un find without difficulty data concerning almost every aspect of commercial 
a banking operations in Ohio during two decades. These data are presented 
sieht in 49 tables and 36 charts and in numerous pages of appendix materials. Most 
Coe of the tables and charts present comparisons between state and national banks 
WG and between banks ranked according to size. 
ms, In chapter 4, “Changes in Banking Practice in Ohio,” where trends in 
ting operating ratios are presented, one finds adequate treatments of such ratios 
ta as loans and securities to capital funds and deposits to capital funds, but a 
4 separate and more adequate treatment of the trends in the earning assets— 
rs capital funds ratio—might have been helpful, especially when trends in bank 


earings are analyzed. Perhaps an investigation of this ratio on the earnings of 
different banks would reveal that it is more important than the influence of 
the size factor on earnings. 

In future studies of the operations of commercial banks of limited geo- 
graphical areas, or of the nation as a whole, it is to be hoped that someone 
can obtain more information concerning bank deposits than can be derived 
irom ratio analysis alone. In a period such as the present, when bank deposits 
are rising rapidly, the individual banker and those persons who formulate 
monetary and credit policies for the whole banking system need to know more 
than they now seem to know about the make-up of the deposit liabilities of 
vanks. Who holds this increased volume of bank deposits and what might we 
expect concerning their behavior? If data concerning bank deposits could 


or throw some light on this question, such data might be far more helpful in 
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“formulating future policies in the interest of safer as well as more profitable 
operations” (Preface) than the more or less traditional analyses of ratios 
between deposits and capital funds, etc. 

Professor Whitsett’s study provides a very useful reference book and can 
also serve admirably as a guide to students interested in conducting similar 
studies of other geographical areas. 


J. Marvin Peterson 
Miami University 


Business Finance; Insurance; Investments; Securities Markets 


Term Lending to Business. By Nett H, JAcosy and RAYMoNnp J. Savini. 
(New York: Nat. Bur. Econ. Research. 1942. Pp. xvii, 163. $2.00.) 


This very useful volume presents the results of one of several technical 
studies of American business finance undertaken as a part of the National 
Bureau’s financial research program. Dr. Jacoby is a member of the faculty 
of Barnard College, Columbia University, and a member of the research 
staff of the Bureau. Dr. Saulnier also served as a member of this staff, on 
leave of absence from the University of Chicago. 

The study deals with the development of the so-called “term loan” in 
American business finance, especially as this has rapidly taken place since 
1933. By a term loan is here meant one that is made direct by the lender 
to a business borrower, one that by direct agreement between borrower and 
lender is repayable according to some pre-arranged plan after one year, but 
with an ultimate maturity of the debt not in excess of fifteen years. Such 
loans are frequently described as “medium-term” loans. They have been 
made in substantial aggregate numbers and volume by commercial banks, by 
life insurance companies, by the Reconstruction Finance Corporation, and 
by the several Federal Reserve banks. On December 31, 1940, the total 
volume of such loans outstanding was approximately 3.2 billion dollars, of 
which 2.1 billions represented transactions of commercial banks and over 
0.9 billions, transactions of life insurance companies. Thus it appears that at 
the present time the private institutions rather than the public agencies 
dominate this field. In particular, it is the private institutions that have come 
to serve large-scale enterprises with term loans; small business units have 
been served chiefly by the Reconstruction Finance Corporation and the Fed- 
eral Reserve banks. Many loans have been so large that, either as a matter o! 
business policy or because of the necessity of bringing transactions within 
statutory limitations, there has been developed considerable use of the par- 
ticipation or “take-out” agreement. 

The authors have a threefold explanation of this development. First, 0 
the demand side of the credit market, after 1932 many concerns needed added 
funds to restore working capital and deteriorated plant. A shift in investor 
preferences made financing by equity securities difficult or impossible. Re 
membering commercial-bank pressure in 1929-32 for the liquidation of short- 
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term loans, these concerns sought longer maturities with conditions adjusted 
to the operations to be financed. Where formerly the need to finance plant 
renovations, reorganizations, and expansion would have led to bond issues 
marketed through the traditional investment-banking channels, the require- 
ments of the Securities act imposed added financing costs and some disad- 
vantages with respect to flexibility. Private placement with the life insurance 
companies seerned to offer a way out. 

Second, on the supply side of the market, there have been the phenomena 
of large excess reserves Of commercial banks, a steady growth of insurance 
funds awaiting investment, and markedly reduced interest rates. In brief, 
alternative forms of investment gave low yields and made funds readily avail- 
able for term loans. 

Third, again on the supply side of the market, new public policies en- 
couraged term loans by commercial banks. Revised provisions of the Federal 
Reserve act facilitated conversions of assets in member bank portfolios, so 
that bankers had less fear of finding their positions frozen if they ventured 
into the medium-term field. The establishment of the Federal Deposit In- 
surance Corporation apparently led bankers to believe that their deposits 
would be more stable and that there would therefore be less hazard in the 
making of medium-term loans. Then, too, the Federal Reserve banks and the 
Reconstruction Finance Corporation, although they did not originate term 
lending, are considered by Messrs. Jacoby and Saulnier to have “helped set 
the stage” for such loans; they developed the new techniques, educated com- 
mercial banks in their use, and participated with these banks in sharing credit 
risks in large operations. The Federal Housing Administration likewise de- 
veloped new techniques and standards in lending, especially the extension of 
loan limits by the use of carefully fitted plans of amortization. Changed stand- 
ards of bank-examining authorities released additional funds for term loans. 

In treating of the characteristics of term loans, the authors necessarily dif- 
ferentiate between the four types of lending institutions. Commercial banks 
have most commonly made term loans for five-year terms, but there has been 
some tendency toward shorter terms in industries subject to wide fluctuations 
of earning power. Over one-half the mumber of term loans by banks, and 
about one-third of the amounts have been secured. 

In discussing medium-term loans by insurance companies the authors very 
properly are at pains to explain that these constitute only about 25 per cent 
of the total volume of the privately purchased securities of these institutions; 
most privately placed securities have maturities exceeding 15 years. As most 
of the privately placed bonds and notes have been issues of corporations of 
the best credit ratings, it is not surprising that three-fifths of the number and 
two-thirds of the aggregate amounts of these issues have been unsecured. Most 
of this term credit has been used to retire or refund old obligations. Repay- 
ment arrangements have been similar to those of publicly placed issues. About 
one-fourth have had serial maturities. 

Term loans of the Reconstruction Finance Corporation have no statutory 
limit as to length of term. In practice, fairly long terms have been requested. 
Most of the loans have been for “new-money” purposes. The financial status 
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of the borrowers has been such that most of these loans have been secured corpo 
by pledge of property. Nearly all loans have been repayable in instalments some 
not necessarily of equal amount. By statute, Federal Reserve bank loans mys Few | 
not exceed five years in maturity, and can be only for “working capita)” it ha 
purposes. inter] 

Perhaps the most interesting and significant phase of the new development is ex 
is the decreased emphasis on the use and appraisal of pledged property and volve 
increased emphasis on the appraisal of the borrower as an income-producing one ¢ 
business. Loan agreements have been used comparable with articles in mort. has s 
gage indentures, wherein covenants are entered into relating to the use of the poin 
funds loaned, the maximum permissible amount of credit to be available, the of t 
prohibition (or restriction) of long-term debt, the maintenance of minimum best 
financial-statement ratios, control over the selection of management per- than 
sonnel, the maintenance of adequate records, and provisions respecting ac. corp 
celeration of the debt under certain circumstances. “Administration” of term T 
loans tends to involve a substantial amount of supervision of the affairs of unit 
the borrower during the period of the loan. bacl 

The final chapter deals with “Term Lending in Defense and War.” Here on ¢ 
there is a survey of the sources of funds for the financing of military goods. itsel 
It is the authors’ opinion that banks are making four-fifths of the number wel 
of all war loans and advancing over nine-tenths of the amounts of such credit of | 
granted, They note three results of defense financing: an extension of term tion 
credits of smaller size than formerly, a predominance of loans to provide “new spe 
money,” and increasing emphasis on the loan agreement rather than on the tha 
pledge of collateral security. They briefly explain also certain developments apr 
of public policy that seem designed to protect those who advance credit under Thi 
the stress of the war effort. Such, for example, are the Assignment of Claims the 
act of 1940, the use of the Emergency Plant Facilities Contract, a Treasury stu 
Department income-tax ruling on the rapid amortization of war plant, and cy 
the making or guaranteeing of war-production loans by the War and Navy Th 
Departments and the Maritime Commission. ™~ 

This book is primarily a book of facts. The authors have been cautious in ho 
drawing conclusions from what may in time prove to be the “too few facts’ ac 
of an experience of only a few years. Where they have ventured to explain as, an 
for example, the conditions and considerations that have produced this new th 
development in the market for credit, they have avoided controversial discus- be 


sion. For the benefit of those who may wish to go behind the returns, there 
are three appendixes presenting supplementary tables of data and explanatory 
discussion regarding samples used. 


STANLEY E, Howarb 
Princeton University 


Financial Policies of Business Enterprise. By W. Bavarp Taytor. (New Ycrk: 
Appleton-Century. 1942. Pp. xxi, 846. $4.25.) 

Professor Taylor has written a very able book. Perhaps in no field oi it- 

struction in economics has there been more progress in recent years than in 


| 
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corporation finance. Early texts were devoted chiefly to technical description; 
ome later ones attempted studies in the economics of corporate enterprise. 
Few did both successfully. It seems to be the particular merit of this book that 
t has combined historical development, technical operation, and economic 
interpretation of the place of the corporation in economic life in a way that 
's extraordinarily effective. The field of corporation finance is wide and in- 
volved, and every serious teacher finds the problem of selection of material 
one of great difficulty. But here, in something like 850 pages, Professor Taylor 
has succeeded in describing the American corporation from a functional view- 
ooint with sufficient detail to be of use to advanced students, in raising most 
of the major questions of financial administration with suggestions as to the 
best solutions found by American business men, and in presenting much more 
than sketchily the fundamentals of economic theory in their impact on the 
corporation problem. 

The book is divided into nine parts. Part I treats of the evolution of business 
units, each in general being taken up from viewpoints of definition, historical 
background, and present characteristics. Included in this section is a chapter 
on codperatives and the part they may play in future finance. Part II concerns 
itself with the organization and control of the corporation. It contains very 
well-considered accounts of technical procedures, and of the “crystallization 
of long-standing practice into statutes” in officer, director, shareholder rela- 
tionships. Part III has to do with securities and their classification. It gives 
special attention to difficulties involving nomenclature, and it may be noted 
that more appreciation is shown of this than is usual in college texts. Part IV 
approaches the problem of management from the standpoint of fixed capital. 
There is emphasis on the necessity for flexibility in capital structure, and on 
the differences inherent in various sorts of enterprises. Woven throughout is a 


ms 
ry study of the growing factor of public control, and of adaptation to business 
ind cycle changes. Part V concerns itself with the management of working capital. 


The chapters relating to banking are particularly well done. In his treatment of 
income accounts, reserves, surplus, and annual reports, there is full recogni- 
tion that the typical student of corporation finance is not highly trained in 
accounting, but that, unless he understands a good deal about both its strength 
and shortcomings, he will never understand financial operation. Aside from 
the work of Dr. Dewing, the reviewer has seen no presentation which seems 
better adapted to the needs of such students. Parts VI and VII go somewhat 
more deeply into technical accounting problems, much of the material being 
of a nature that may be assumed for those students who have had accounting 
training. The chapter on business reports calls attention to difficulties arising 
irom lack of standardization. Part VIII treats of the capital market. Aside 
‘rom descriptions of technical phases, it contains a chapter on capitalization 
with some good illustrative cases. Part IX has to do with expansion, failure, 
and reorganization. There is no undue emphasis on these matters, attention 
throughout the book being centered rather on day-to-day operation. However, 
‘here are good chapters on the theory of competition and on the effects of 
the newer federal legislation on the reconstruction of embarrassed businesses. 
The bibliographies are well selected, and not so extensive as to confuse the 
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student, As a contribution to the teaching of corporation finance, Dr. Taylor 
has produced a work of high merit. It does not lean heavily in the direction 
of wartime changes. But, after all, it is important to keep in touch with 
experiences developed during happier times. Business finance will need it aj) 
in the reconstruction days ahead. 


J. Ray Cane 
Washington University 


Public Control of Business; Public Administration; 
National Defense and War 


Administrative Regulation; A Study in Representation of Interests. By Avery 
LEIsERSON. Stud. in pub. admin., vol. 13. (Chicago: Univ. of Chicago 
Press. 1942. Pp. xiii, 292. $3.00.) 

The Judicial Function in Federal Administrative Agencies. By Joseru P. 
CHAMBERLAIN, NoEL T. Dow .inc, and Paut Hays. (New York: The 
Commonwealth Fund. 1942. Pp. xii, 258. $3.00.) 

These two books are noteworthy additions to the growing literature on 
administration. Of the two, the first is broader in scope. It deals with the 
judicial, legislative, and ministerial functions of federal administration, as 
shared by organized economic groups. The scope of the second is somewhat 
more limited, confining itself to the judicial function as exercised by several 
federal administrative agencies. It is the most recent to appear in a series 
of studies in administrative law begun in 1928 by the Legal Research Con- 
mittee of the Commonwealth Fund. The two books supplement each other, 
the one emphasizing the substantive matter of administration, the other, 
the procedural. 

The purpose of Mr. Leiserson’s book is “to inquire to what extent the 
endowment of representatives of economic groups with administrative re- 
sponsibilities offers an effective means of solving economic conflicts, that is 
to say, in disposing of tension situations wherein the aid of government and 
the sanction of law is being sought (or fought) by each” (p. 3). A brief 
statement of his analysis and conclusions would run as follows: Interest 
representation in federal administration operates through organized groups. 
Its objective is “democratizing the organization of (public) authority” (p. 
262). He finds examples of interest representation in several typical forms 
of economic organization—the trade association, labor union, farmers’ C0- 
Operative association, the stock and commodity exchanges. In the summary, 
dispensing, licensing, and adjudicating functions of administrative regulation, 
groups receive no distinctive treatment as compared with individuals (p. 75). 
However, in investigation, rule-making, and mediation, groups are being 
accorded an increasing share in the decision-making process (p. 97). 

Federal experience affords little justification for direct representation of 
interest groups on administrative boards. Moreover, statutory provisions for 
executive appointment of members of such boards from broad economic classes 
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are subject to political manipulation and fail to provide incentives to unified 
management of the agency’s affairs. They also tend to accentuate group 


conflicts outside the agency itself, and place responsibility for inadequate 
nistration upon group organizations which were not organized for admin- 


adm 


istrative purposes (p. 110). However, there is a place for representative com- 
mittees which are advisory to administrative agencies dealing with problems 
of industrial and labor relations, primarily due to the need for considering 
divergent views as to the exercise of administrative discretion, but also 
because they permit recognition of nominees of influential group organizations 
and offer an opportunity for educating the leaders of these conflicting groups 
as to the necessity for their getting along together (pp. 274-77). 

Both advantages and defects are found in the practice of dividing admin- 
istrative functions between public and private group organizations. The 
advantages are that elements of planning and direction are introduced into 
competitive economic relationships which would otherwise be chaotic. Also, 
it allows to the group principally concerned a measure of choice, depending 
on the nature of the legislation, between strict or loose control, subject to 
the review of the public agency concerned. Finally, it provides a check upon 
over-hasty or incautious incursion against individual rights and private 
initiative (pp. 237-38). The defects are that it lessens the responsibility of 
the public agency and places an embarrassing power in the group to impede, 
if not to block, the whole procedure provided in the law; and, when governing 
powers are delegated to a private association not firmly established or but 
recently established in the industry, charges of minority tyranny are likely 
(p, 278). The most important defect is fundamental and applies to the entire 
concept of interest representation. Since “it is based upon the principle of 
continuity with the past rather than faith in the efficiency of a legislated 
utopia,” the “difficulties of a process that requires time, piecemeal reform, 
and a capacity on the part of the groups to realize their public responsibilities” 
are “dishearteningly obvious” in a society which is characterized by an urgent 
need for solutions to economic maladjustments and ideological insecurities 
and is faced with inass demands for leadership which will promise immediate 
comprehensive action (p. 239). 

In the Chamberlain-Dowling-Hays book a description of the requirements 
of formal administrative procedure occupies most of the first chapter. The 
second discusses agency decisions and rules and regulations as means of 
€xpressing policy, and deals with Congress, the courts, the president, and 
public opinion as means of controlling the agencies. The bulk of chapter 
) is devoted to administrative judicial sanctions, particularly sanctions on 
Specific individual conduct, while chapter 4 deals with the means of access 
to the courts. The Supreme Court decisions in the Morgan cases provide the 
—_ lor a discussion of the constitutional background for statutory develop- 
ment, 

_ Certain significant points stand out in the volume, although it is primarily 
factual and descriptive. One is the authors’ conclusion that “the immense 
power o! administrative agencies to enforce their policies is largely due to 
the character and variety and the effectiveness of the sanctions available to 
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the agencies” (p. 223). Of more significance is the authors’ refusal to ty 
alarmed over this situation. Those sanctions which are exercised through 
judicial procedures are subject to review by the courts, and herein is founq 
a “defensive against arbitrariness.” But “the power to prosecute and the 
power of publicity are instruments of control for which the restraint oj 
judicial procedure is not available” (p. 224). Yet this situation does no 
appear to the authors to call for fundamental reform. In taking this position 
they differ from those who charge that no administrative agency should be 
permitted to exercise the combined réle of “prosecutor, judge, and jury.” The 
authors recognize frankly that these “important agencies for the control of 
business and social activities combine in themselves, within the area which 
they are created to regulate, a substantial merger of the powers of govern- 
ment” (p. 233). Their remedy, however, is not the setting up of ailditional 
agencies to review hearings. Instead, they suggest a number of steps— 
improving the position of the trial examiner and putting more responsibility 
on him, the division of problems to be dealt with within a single agency, 
and the achievement of separation of function through internal reorganization 
of the agencies. After all, the authors remind us, “The majority of cases 
involving disciplinary action, against which the prosecutor-and-judge objec- 
tion can be most effectively directed, are settled informally” (p. 210). 

These books can be wholeheartedly recommended to students of adminis. 
tration, whether economists, lawyers, or political scientists. The study by 
Leiserson is particularly welcome. The activities of economic pressure groups 
in the fields of government and politics are increasingly the subject oi 
unemotional analysis and exposition. Legislative lobbying especially has been 
studied, although too little attention has been directed to the political effects 
of economic power as expressed through legislative lobbies. Even less attention 
has been given to the activities of pressure groups in the judicial and admin- 
istrative fields. A partial explanation is the tardy recognition that adminis- 
trative agencies no longer confine themselves to administration in the tradi- 
tional sense but have gradually become the means through which supervision, 
regulation, and control of economic activity have been exercised. It was inevi- 
table that economic groups should become more and more enmeshed with 
the agencies which are “over” them, and systematic examination of these 
new relationships has been needed. Leiserson’s study explores certain of these 
relationships, carefully, methodically, and with insight. 

However, after reading this study a feeling of dissatisfaction with the 
analysis is likely to remain. I suspect that it is due to the conception of the 
public interest which is used to measure the effectiveness of interest representa- 
tion. “The preponderant acceptance of administrative action by politically 
influential groups” is hardly a satisfactory criterion, as Mr, Leiserson claims 
(p. 16). A second reason may be the way in which the facts are viewed. These 
public activities are termed administrative regulation although in many fields 
public policy has gone beyond regulation and has become control. The authors 
of the other book view the situation differently, speaking frankly of “contr! 
of business and social activities” by federal administrative agencies. One gets 
the impression, therefore, that even though they focus attention on the judicial 
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phase of administration (which does not lend itself to “sharing” with repre- 
yntatives of economic interest groups), they are dealing with the problem 
at doser range than Leiserson. 

Both books are recommended, but it should be added that neither is what 
would pass for good reading. There is little color in either book; in neither 
s the style pleasing. This is regrettable, for there is drama and human 
‘terest in public administration, just as in politics. Valuable though these 
volumes are, their worth would have been even greater had their pages 
reflected some of this drama. 

DOoNnALp C. BLAISDELL 


Washington, D.C, 


Federalism and Freedom. By Stir Grorce Younc (London: Oxford Univ. 
Press. 1941. Pp. xvi, 204. $2.50.) 

Here is an important book. The author describes it as “an attempt to bring 
the probable reactions of European peoples against this war into relation with 
the factors and forces available for reconstruction. His treatment falls into 
three parts which may properly be described as political, economic, and legal. 
Under the political aspect of reconstruction he deals with “federating” and 
“federalizing.” The economic aspect he subdivides into the remedial and the 
reconstructive part, while under the legal he deals with the problems of war 
in relation to law and in relation to peace. 

The author describes himself as a diplomat and a political scientist, by 
training a conservative, by tradition a progressive. It seems like a useful com- 
bination of attributes; for he combines the theoretical with the practical and 
his book shows that he has managed to blend them effectively. American read- 
ers—and perhaps not only American readers—might find themselves antago- 
nized at the outset by some British conceits, as when he writes that “my 
country and my class have done more in the past for European civilization than 
any other.” They should not allow themselves to be discouraged; for the 
author also demands: “Let us plan our peace and proclaim it to all peoples of 
the world.” Personally, I admit to being also chilled by the assumption of a 
ruling class whose routine business it is to concern themselves with recon- 
struction. “It is their business to see that propagandists preach it, professionals 
prepare it, the public approve it, and finally that politicians promote it.” I 
wonder whether Sir George really believes in this ruling class bla-bla. For 
later he seems to be on a much more sensible track when he writes that “all 
the bravery of those who win the war will be wasted if we non-combatants 


| [hardly the ruling class?] do not use our brains for winning the peace.” 


Politically, the author’s central contention is that federation of the de- 
mocracies, a union of the free, cannot be achieved without federalizing the 
larger nations. In order to scramble eggs, you have to break them, he says. 
Accordingly he sets forth a detailed program for a federal structure of Ger- 
many, Britain and France. His plans for Britain and France tie right in, of 
course, with the thoughts and proposals of regionalists and decentralizers 
expounded with much ardor and little success these many years. As for 
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Germany, his plan provides a genuine federalism based upon the dismen. 
berment of Prussia, and the grouping of the small principalities into a patten 
which would provide for a total of ten rather sensibly constructed federal 
units or cantons, Saxony, Bavaria, Swabia, Rhenania, Westphalia, Hanoye 
Prussia, Silesia, and Berlin, each being a unit of about equal size, roughly 
seven to nine million inhabitants. The inclusion of Austria as one of these js 
likely to be considered the most controversial aspect of this proposal, By 
if we may judge by the reaction of various groups to the untimely appearance 
of Otto von Hapsburg upon the diplomatic horizon, there is some ground {oy 
supposing that, by and large, the inclusion of Austria in a German federgl 
union seems less objectionable than alternative plans. At times, Sir Georg 
Young’s enthusiasm for his intrinsically sound idea carries him rather far, as 
when he insists that all prospects for a real union depend upon France's accept- 
ing such federalizing. For if that were so, I fear that the prospects are not 
very good. 

Even more startling to the American reader, and yet quite characteristic 
for the changing outlook in Britain, is the author’s ready advocacy of clos 
codperation between a capitalist Britain and a communist Russia. Time and 
again, Young returns to the theme, that “the possibility of combining British 
Capitalism and Russian Communism in one Federal Union is the criterion 
of European Federalism.” The author feels that unless such union is organized 
and made to function “the British and Russian fronts would come into 
catastrophic collision” in the area of Eastern Europe. “Association between 
Capitalism and Communism in a European Union will be a better insurance 
against internecine or international war than any armed security,” we are told. 
But such close codperation depends upon acceptance of certain basic liberties 
by both, Sir George concedes, and yet he gives no clear reasons why such 
liberties are likely to be adopted by the Soviet Union. Maybe they will be; 
many of us hope so. But if codperation is based upon so uncertain an if, and 
the abyss of large-scale warfare looms on the other side, the prospect is gloomy 
again, to say the least. It would seem to me that a pacific Federal Union of 
the Free could hope to live at peace with a pacific Soviet Union, if a candid 
recognition of what divides us be made the basis of economic relationships. 

In his discussion of the economics of reconstruction, Sir George covets 
very considerable ground rather sketchily. In less than seventy pages he dis 
courses upon debts, tariffs, price controls, depressions, currencies, colonies 
and the rest. But while his brief comments can hardly be convincing to the 
unbeliever, it can in general be said that his outlook is broadly progressive 
and sensible. He has little patience with those who would return to a /aisse 
faire economy but would rather seek to deal with economic problems through 
governmentally regulated corporations such as have come to play an increasin3 
rdle in British economic life. In the management of the giant corporatioy, 
its personnel would play an increasing réle, both directly and indirectly. St 
George is in favor of cancelling the intergovernmental war debts and of 
“federalizing” the debts to private individuals. This proposal resembles what 
was done at the time the American Union was founded. He also desires the 
destruction of the British and other colonial empires and their absorption in!0 
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ismen. mandate system operated under international auspices. Since all these are 
Dattern merely hinted at, you can take them or leave them. This reviewer would take 
federal good many of them. 

anover In the concluding sections the author deals with the problems of war and 
oughly neace. Having no use for the devil and class war theories, he sets forth the 
hese js ow increasingly accepted view of war and peace as part and parcel of the 
al, By same social context, expressive of the social tensions and conflicts contained 


in given social situations. In another part of the book he states it as his view 
that “the causes of this war are essentially economic.” The sum and sub- 
stance of Sir George Young’s thought on this all-important subject is perhaps 
best given in this sentence: “No peace can be permanent however carefully 
it had been prepared by us as victors, unless it was also such as we should 
have been prepared ourselves to accept if vanquished.” May the makers of 
B the peace-to-come rise to that level of comprehension and enlightened self- 
interest! 

Car J. FRIEDRICH 


teristic 

f close Harvard University 

and 

a The National Bituminous Coal Commission; Administration of the Bituminous 
oer Coal Act, 1937-1941. By RALPH Hituis Baker. (Baltimore: Johns Hop- 
> inte kins Press. 1941. Pp. 356. $3.00; cloth, $3.50.) 

tween The present dearth of fuel oil has again focused attention upon bituminous 
srance coal and coal prices. Professor Baker briefly discusses the establishment of 


» told. maximum coal prices during World War I, then gives the background to the 
Bituminous Coal act of 1937, the administration of which is the theme of 


erties 

ah his informative book. 

tl be: The 1937 act provided for a National Bituminous Coal Commission of 
t anf seven members appointed by the President, two to represent the interests of 
sail coal miners, two the interests of coal operators, and three to represent those of 
oo the public. Twenty-three district boards were grouped into 10 minimum price 
andid qe *'28, and each board was to propose minimum prices that would return an 
" average realization per ton that approximated the weighted average costs of 
overs production in the given price area. After approval by the Commission these 
ai prices were to be the legal minima. ’ 
Lonies The act enumerated certain unfair marketing practices and provided a 
0 the code, the violation of which was subject to a tax of 19% per cent of the sales 
essive price of coal at the mine. An unusual feature was the provision for an inde- 
bail pendent consumers’ counsel to represent the interests of the consuming public, 
wall and an excise tax—one cent a ton on all coal mined—to provide funds for 
nie the administration of the act. 

tien, The Commission was abolished in July, 1939, and its functions and most 
1. Sit or its personnel were transferred to the Bituminous Coal Division in charge 
id of 0! a one-man director in the Department of the Interior. Minimum prices 
phat established by the division in October, 1940, were approximately 11 cents a 
the ton above those prevailing under free competition in 1937. With minor modi- 


into ications these minimum prices remained in effect until frozen as of March 
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28, 1942, by the director of the Price Stabilization Division, National Defeny 
Advisory Commission. 

The act also provided for the establishment of maximum prices by a uni- 
form increase over minimum prices prevailing in any district but stipulate) 
that such maximum prices must yield a reasonable aggregate return over the 
average costs of the respective districts, and that no maximum prices tha 
would not yield a fair return on the fair value of the property could be 
established for any mine. The price-freezing order avoided the conflict be. 
tween the standards of weighted average costs and fair return on fair value 

Personnel problems were largely due, the author says, to the exemption oi 
attorneys, special agents, technical experts and examiners, and the managers 
and employees of the statistical bureaus, from civil service requirements. This 
exemption subjected members of the Commission to political pressure to 
employ unqualified personnel. Congress provided this exemption and must 
share the responsibility for patronage and personnel difficulties. 

The representation of conflicting interests on the Commission led to numer. 
ous disagreements not easily reconciled. The Commission also suffered from 
an unwillingness among officials to delegate minor authority in internal man- 
agement. After the Commission was abolished, the Bituminous Coal Division 
recognized that “the administrative effectiveness of any agency is determined 
largely by the quality of its personnel,” and successfully solved its personnel 
problems. 

The difficulty of meeting procedural requirements of due process of law in 
the establishment of thousands of minimum prices based upon weighted aver- 
age costs of production, and giving consideration to the kinds, qualities and 
sizes of coal, transportation charges, relative market values, seasonal demand, 
values as to uses, fair competitive opportunities, and competing forms of fuel 
and energy, is inherent in the regulation of any industry as complex and far- 
flung as the bituminous coal industry. Nevertheless, “it is generally conceded 
that the Coal Division has performed the tasks devolving upon it with a fair 
degree of efficiency and effectiveness.” 

The Federal Power Commission has jurisdiction over natural gas pipe 
line rates, the Interstate Commerce Commission determines both pipe-line 
rates for transporting petroleum and petroleum products and freight rates on 
bituminous coal, and the federal government is promoting a great hydro- 
electric power program, “No better example could be given of the necessity 
for the codrdination of the regulatory activities of the government. The di- 
vergence of interpretations . . . emphasizes the necessity for central planning, 
the more so, since natural resource industries are involved. If industry is to 
be regulated, it is fruitless for regulatory agencies to travel different roads.” 

In discussing the possible alternative methods of control—unrestricted 
competition, industrial self-regulation by marketing agencies, governmen! 
price fixing and production control, and nationalization of coal mines—Dr. 
Baker disappoints the reader by not giving his opinion as to the best form 0! 
control for future regulation. His opinion would be particularly valued because 
of the approaching expiration of the 1937 act on April 26, 1943. 

This book will interest mineral economists and political scientists, wha'- 
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ever their views upon the proper relations between government and industry. 


t should be read by mine union officials and coal operators, and especially 
by members of Congress, before the act expires. 
WILiiAM Y. WEBB 


Washington, D.C. 


Economic Problems of War. Edited by Grorcr A. STEINER. (New York: 
Wiley. 1942. Pp. xi, 685. $3.50.) 

A symposium by twenty-eight writers, and dealing with a field which is not 
yet clearly defined, permits an exception to the rule against the “topical 
index” review to the extent of first listing the authors and indicating the 
ceneral range of their subjects. The following men produced the present 
volume: John F. Bell, Samuel E. Braden, Robert A. Brady, Elmer C. Bratt, 
Wallace T. Buckley, C. Lawrence Christenson, William C. Cleveland, Frank 
G. Dickinson, Marvin L. Fair, Maynard Gertler, Albert Haring, J. Edward 
Hedges, Lyman Hill, O. B. Jesnes, John F. Mee, Taulman Miller, Mark C. 
Mills, James E. Moffat, David Novick, Harry Oshima, Ernest Minor Patter- 
son, Vergil D. Reed, Albert Rose, Harry C. Sauvain, Nathan L. Silverstein, 
George A. Steiner, Albert Viton, and Arthur M. Weimer. 

Their book relates predominantly to wartime problems: war potential, 
mobilization of war resources, war organization at home and abroad, profits 
and individual prices, fiscal policy and the price level, priorities and alloca- 
tions, and such selected problems as labor, transportation, retailing, housing, 
insurance, and agriculture. Two chapters out of the total twenty-six are 
devoted to the economic aftermath (costs and reconstruction), one to the 
economics of peace, and one to the outlook for capitalism. 

Skillful editing has succeeded in knitting a wide variety of subjects into a 
coherent pattern. Excessive repetition has been avoided, the writing is gen- 
erally clear and interesting, and for the most part. the chapters are not over- 
burdened with detail on administrative agencies and procedures. In itself the 
list of authors carries weight. It is also such as to give pause to a solitary 
inquiring reviewer. Yet it seems fair, since both thc academic and the prac- 

tical sides of war economics are very much in flux, to raise some questions. 

First, a few details. In chapter 7, on inflation, an illustration seems to cheat 
a little by speeding up the circulation rate of money. This is done by having 
the government spend part of the national income twice in the same period 
\"year”), whereas in a preceding illustration used as the point of departure 
the turnover rate of the entire national income is one. In chapter 9, on govern- 
ment fiscal policy, it is not clear in what sense “prices” are supposed to be 
increased by a general retail sales tax. If we ignore its relation to inflation, 
could such a tax raise retail prices, by shifting resources to products not 
subject to retail sale, without causing an offsetting decrease of prices in the 
fields acquiring the shifted resources? Considered as a curb on infiation, 
C ould it raise the general price level? In chapter 23, why are monetary costs 
0! war identified with “direct” costs, and real costs with “indirect” costs? 
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Are not the money costs of war both direct (discernible in the budgets oj 
belligerent governments) and indirect (not refiected in such budgets)? Ang 
are not money costs and real costs largely the same costs considered from 
different points of view, the real costs being the things measured and money 
being the measuring rod? In chapter 24, the argument that “accumulates 
deficits” will increase the post-war demand for durable goods prompts the 
question whether a decline of national income and of economic inequality 
will not tend to reduce the demand for durable (future) goods. But such 
details do not appreciably handicap the book in doing what it sets out to do. 

More important questions are raised by considering the distribution of 
emphasis. They stem from the root question: why books on the “economics” 
of war? Edwin Cannan likened the subject to the blank piece of paper 
entitled “Snakes in Iceland,” the point being that all war is civil war and 
there is no economy in it. Should it not be an outstanding rather than an 
incidental object of such works to explain how uneconomical wars are, and 
why, thus indicating how much we could afford to invest in the prevention of 
war? The basic reason for the extreme costliness of modern war is not, as 
chapter 23 of this book suggests, the expensiveness of war armament. On the 
contrary, technical advances in armament would much reduce the cost of war 
by producing an early verdict, if they gave the offensive a great advantage 
over the defensive—if they really enthroned the blitzkrieg. Can departmentali- 
zation of the social sciences warrant the omission from treatises on war eco- 
nomics of factors so profoundly affecting war economics as do the factors 
which determine whether a strategy of attrition will dictate the outcome 
of war? 

Again, should two-thirds of the discussion of war costs be devoted to 
economic cycle theory, and most of this to Kondratieff cycles? Finally, should 
not very careful attention be given to the relations between money costs and 
real costs? Otherwise, the mechanism of opportunity costs seems to lack point. 
Within the framework of relatively stable and accepted values which prevail 
in peacetime, this mechanism is illuminating. In wartime, we shift to a radically 
different set of values. The opportunity cost of war is peace itself, just as the 
opportunity cost of peace is war. Here the measuring rod of money does not 
suffice. We are evaluating two sets of values. This is what the war is about, 
and an “economics” which knows it not would not seem to shed much light 
on the “cost” of war. 

Without holding the authors particularly responsible, of course, some as- 
pects of government “policy” are disturbing. The basic trouble lies in trying 
to have it both ways—the respective ways of war and peace. Must we avoid, 
as “totalitarian,” the controls—notably real general price ceilings, rationing, 
and forced saving—which are needed to prevent inflation from threatening 
our war effort? Again, must government enterprise, having shifted some re 
sources (say, strategic materials and potential college students) to war, leave 
it to private enterprise to find new employment for the codperant resources 
(small manufacturing plants and college professors) which are thus made 
idle? Is “democracy” a convincing reason for preserving what war itself 
necessarily renders both unfair and inefficient? In any case, is it really true 
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that we, having drafted young soldiers at ceiling prices, would balk at having 
our labor services and property conscripted on similar terms? 
Bruce KNIGHT 


Dartmouth College 


Industrial Organization; Price and Production Policies; 
Business Methods 


Industrial Concentration and Price Inflexibility. By ALFRED C. NEAL. (Wash- 
ington: Am. Council on Pub. Affairs, in codperation with Brown Univer- 
sity. 1942. Pp. x, 173. $3.25.) 

The material in this book falls into two major parts. The first four chapters 
comprise a critical summary of present theories and data relating to imperfect 
competition and cyclical price inflexibility. This part of the book affords a 
highly useful condensation and often penetrating critique both of the various 
contributions to the theory of imperfect competition and of the existent data 
on depression price movements. Dr. Neal exhibits a broad knowledge of 
theory within the framework of which he analyzes the theoretical significance 
of new additions to data on cyclical price behavior. 

The latter part of the work consists of original computations and deduc- 
tions concerning the relation between price inflexibility and industrial con- 
centration. Here, Dr. Neal adopts the view that price changes should be meas- 
ured against changes in prime costs; that the extent of the price decline of a 
product between a “normal” (or “boom’’) year and a depression year should 
be compared to the decline in its unit prime costs; and that the price behavior 
of a product during such a period cannot be regarded as “inflexible” if its 
price decline, however small, is as much as, or more than, the decrease in its 
unit prime costs. Such an approach, if it could be based upon adequate price 
and cost statistics, would be of considerable economic interest. Unfortunately, 
the statistical data used by Dr. Neal are not adequate for that purpose. 

Dr. Neal obtains his price data by dividing the Census of Manufactures 
value of products for an entire industry by the physical output of the industry, 
a process which yields an industry-wide unit value of products. This method 
has the obvious defect that the Census value of products for an industry is 
not a price figure, but a gross income figure, since it represents the selling 
values, at the factory or plant, of all commodities produced by the industry. 
Inasmuch as most Census industries include a large number of products, as 
well as a great number of different grades and varieties of those products, 
the value of products for an industry can and does fluctuate not only because 
of changes in the prices of those commodities but also because of changes 
in their relative importance. Such changes in composition generally make 
industry-wide value of products unusable as prices, especially during periods 
of great economic change, such as those chosen by Dr. Neal, i.e., 1929-31 and 
192 9-33. Thus, during the depression, the sales made by industries producing 
semi-finished or capital goods generally fell off more in the case of those 
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products which they sold to the severely depressed heavy goods field thay 
those which they sold to the more stable consumer goods field. When the 
products sold to the two fields were different in character and in price, which 
was frequently the case, marked fluctuations occurred in the industry's valye 
of products. 

Likewise, in other fields, particularly the consumer durable goods industries, 
new low-priced products or models which were introduced during the depres. 
sion years often achieved relatively large sales volumes, thus lending a down. 
ward bias to the industry’s value of products. 

Despite the obvious fact that changes in the composition of the various in. 
dustries were extensive during the periods selected, Dr. Neal, in order tp 
make use of the value of products figures as prices, has to make the remark 
able assumption that, “The composition of output—type, proportion of each 
type, etc.—is assumed to remain constant for this discussion” (p. 104). To 
this statement he appends a footnote, “It can be demonstrated that the effects 
of shifts in composition of output upon the indices will not be significant” 
(p. 104). However, no such demonstration is presented, 

To find in the latter part of the work that Dr. Neal uses as his price figures 
the unit value of products for an entire industry comes as somewhat of a 
surprise, since he indicates an awareness of their defects by setting forth on 
earlier pages (pp. 94, 95) the standard objections to their use when derived 
for an individual commodity of a Census industry. Such unit value figures for 
an individual commodity are affected much less—though still seriously—by 
changes in composition than are unit value figures for an entire industry, and 
thus approximate prices far more closely than do the industry-wide figures. 

There are certain other aspects of Dr. Neal’s analysis which bear investiga- 
tion. It is his purpose to compare the percentage change of prices during 
1929-31 and 1929-33 to that of unit prime costs in industries of varying de- 
grees of concentration, and thus to discover whether or not the percentage 
change in price exceeded the change in unit prime costs. He particularly seeks 
an answer to the question of whether or not in the concentrated industries 
the decline in price was less than the decline in unit prime costs. 

Here, too, the figures used by Neal as prime costs—“Costs of Materials, 
Containers for Products, Fuel, Purchased Electric Energy” and “Wages’— 
are not suitable for the purpose to which they are put, since they are also 
derived from the Census, and suffer from the same defects as his price data. 
Dr. Neal attempts to by-pass the problem of changing composition by assum- 
ing that during 1929-31 and 1929-33 the effect of any such change would 
be the same on costs as on prices, 

. . . if such a shift in composite production should occur, it is reasonable to expect thal 
the shift would be reflected in the average direct cost index also, so that calculations based 
upon the difference between the movement of one series and the movement of the other 
would not be affected seriously (p. 108). 

But this does not appear to be a reasonable assumption, since it implies 
an exact similarity in the movements of an industry’s unit prime costs and 
its unit value of products which can hardly be expected to exist. 

In addition to these methodological defects, Dr. Neal has a tendency % 
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orget that he is dealing only with percentage movements. He states, for ex- 


o ample, that “ Amplitude of price change will, of necessity, be small if ampli- 
which tude of direct cost change is small” (p. 134). Or, “. . . inflexibility of direct 
vale costs imposes a restriction upon price COs 6.” (p. 132). Such statements 


overlook the possibility that the price may have been far above unit direct 
during the base year. The relationship between actual prices and actual 


tries, costs ¢ 
enored in any work of this kind, and no conclusions regarding a 


costs is 


re necessary “amplitude of price change” or a “restriction upon price cuts” can 
be drawn from data which merely indicate the percentage change in costs. 

thet it thoroughly explodes the widely held 
or ty gg notion that concentration exercises its deleterious effects, if any, through price 
rark. ME behavior alone” (pp. 2, 3). He may be able to accomplish this objective, but 
each it will require the use of data and assumptions different from those used in 
. To this work. 

Joun M. 


Washington, D.C. 


The Price of Milk. By R. W. Bartiett. (Danville, Ill.: Interstate Printers 
and Publishers. 1941, Pp. 171. $1.75.) 


ived Professor Bartlett’s discussion of milk prices is intended, as he states in the 
for Preface, primarily for the general public rather than for those closely asso- 
_by cated with milk marketing. Thus his development of the subject is non- 
and technical, and his style of writing is informal. 


The subject matter of the book may be grouped in three divisions: price 
plans used in paying producers, possibilities for lowering prices to consumers, 
and monopoly practices of distributors and labor unions. 

An obvious weakness of the federal marketing orders, according to Professor 
Bartlett, is that they fix producer prices too far in advance. This statement 
illustrates a tendency, perhaps inevitable in a popular book of this type, to 
sacrifice exact accuracy in the attaining of simplicity. The federal milk 
marketing orders specify different prices which dealers must pay for milk 
wed in various ways; they do not directly fix producer prices. Minimum 

s to be paid producers are determined by two factors: (1) the amounts 

milk which dealers use in each classification; (2) the prices provided by 

the i order which dealers must pay for milk going into the various uses. Thus 

the orders do not provide directly for minimum producer prices, but do so 

indirectly. The author follows his statement of the obvious weakness of orders 

with a discussion of the advantages of having marketing orders provide for 

ormulas determining class prices rather than for fixed dollars and cents class 
prices, thus avoiding the weakness of rigidity in producer prices, 

Professor Bartlett states that “the method of price determination by pro- 
ducer organizations has had a tendency to set prices for fluid milk at too high 

a level and those for manufacturing milk at too low a level, the result often 
being that neither are in line with supply and demand.” F ollowing this state- 
ment, the author discusses the merits of federal orders in which fluid milk 
pices are related to prices of milk for manufacturing purposes as “a price 
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system that works.” Under the federal order for the New York City market, 
however, for which the supply of milk is about the same as the combing 
milk supply for all other markets in the United States under federal order, 
the spread between the Class I price and the price paid for milk by mid-jes 
condenseries has been about the same since the fall of 1938 as it was betwee 
the spring of 1921 and the fall of 1938 when classified prices without a federg) 
order prevailed. 

The author advocates that consumers purchase milk at stores, where m 
duced distribution costs permit a lower price of milk, rather than from retaj 
routes, Quantity discounts on retail routes are recommended so that the say. 
ings accomplished through large-volume deliveries will be passed on to the 
consumer. Paper containers are advised to the extent that they lower distr 
bution costs, improve services, and are acceptable to consumers. 

Professor Bartlett gives a detailed description of monopoly practices in mik 
distribution, with particular reference to the Chicago market. It is the authors 
view that vigorous enforcement of antitrust laws provides the best means of 
eliminating monopolistic activities in the milk business, thus permitting com- 
petition among distributors to lower distribution costs and prices to consumer. 

Two corrections should be made in the tabular data, one on page 6 where 
the dealers’ gross handling margin in 1930 should be reduced by one cent 
per quart, and the other on page 93 where the average hauling cost to producers 
per farm stop was decreased by 25 per cent through the revisions of hauling 
routes, rather than increased by 25 per cent. 

In bringing to public attention many of the problems involved in the pric 
ing of milk, the book is a valuable contribution. 


STEWART M. JOHNSON 
Cornell University 


Mining; Manufacturing; Construction 


The First Century and a Quarter of American Coal Industry. By Howano \. 
EAVENSON. (Pittsburgh: Privately printed. 1942. Pp. xiv, 701. $8.00.) 

The author of this weighty volume is the dean of the American coal industry. 
Probably no man in the industry can even approach his wide knowledg: 
of coal fields, mines, and mining men. As senior member of a firm of consulting 
mining engineers and appraisers, his long experience in all phases of the i0- 
dustry has given him the background to write the much-needed standard opis 
about the American coal industries. 

It is only after this statement about the author’s unique qualifications that 
the reviewer regrets to state that Mr. Eavenson’s book (with the exception 0! 
pages 418-21) does not cover the period to 1942, but runs from the earlies 
beginnings of coal mining in this country only to the eighth decade of the las! 
century. For this early period of the industry, Mr. Eavenson has given s@ 
scholarly documented compilation of all available records and maps of the 
discoveries of coal fields and of the men who started to mine them and tral 
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market rt the coal to market. This information, including many long quotations 
mine HME om sources which are scarce and difficult of access, and the tables of early 
Order, statistics on output and prices are the great contribution of the author to our 
id-wes knowledge of the industry. Here is source material which everyone interested 
etween MB. the history of American coal will have to fall back on. 

federal It is only in chapter 38 that the author has yielded to the temptation to 


summarize and analyze the wealth of material he has gathered in the pre- 


ere re ceding chapters. He merely hints that the early development of the industry 
1 retail was greatly influenced by easy access to river transportation and that the 
, ‘a first mines prospered along the banks of the James, Susquehanna, Mononga- 
0 


hela, Ohio, Kentucky, Cumberland, and Big Muddy rivers. 
The canal era which began in the 1820’s was not launched to accommodate 
coal traffic. But to everyone’s surprise coal soon proved to be the most valuable 


7 source of freight revenue. As soon as this was recognized, railroad builders 
my began to go after the business and in turn developed rich coal fields until then 
ans of 


untapped, The author presents a map of railroad systems, showing in various 
colors what rights-of-way were built before 1840 and in each decade from 
1840 to 1880, and another map giving mine locations in 1880. By comparing 
the mine locations with the time of building any portion of a railroad, the ap- 
proximate time of opening of any coal field can be recognized, as the mines 
were not opened before the railroads were built to them, except in a few cases 
where they were on the banks of navigable rivers or canals. 

This meant, of course, that until about 1885 the location of a mine with 
respect to transportation was much more important than the thickness of the 
seams or the chemical analysis of the coal. Only after a network of railroads 
covered the eastern part of the country was mining concentrated in the best 
coal fields. 

For the period up to 1885, this book is destined to become the standard 
reference work; for the period after 1885 the job is still to be done. Who would 
be better qualified than Mr. Eavenson? 
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R. M. WEIDENHAMMER 
Washington, D.C. 
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> in- International Air Transport and National Policy. By OLtver J. Lissitzyn. 
opus Stud. in Am. foreign relations, no. 3. (New York: Council on Foreign 

Relations. 1942. Pp. xviii, 478. $5.00.) 

that _ The fundamental point of view expressed by Oliver J. Lissitzyn in his 
n ot interesting book is summed up in a sentence stating that “The United States 
lies cannot ignore the fact that air transport is an instrument of national policy; 
last our attitude toward international air transport has been, and must continue 
3 ‘0 be, consistent with that fact” (p. 422). In support of and elaboration 


of this point of view, Mr. Lissitzyn has made a number of important contribu- 
Hons to the literature on air transportation. The study is an outgrowth of the 
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author’s participation as a research fellow and rapporteur in 1939-40 for , 
study group of the Council on Foreign Relations. 

The book is divided into four main parts, with Part I (97 pages) cp. 
taining a first-class analysis of international air lines as potent instruments 
of economic, diplomatic, and military national policy. He emphasizes the 
fact that the narrowly commercial aspects of aviation cannot at present be 
of paramount importance on international routes and predicts that th 
most recent developments in transportation and communication, among which 
the airplane occupies a very important place, are likely to have far-reaching 
influences in the field of international relations. These influences will speed 
up the tendency for the larger political entities to increase in size and degree 
of integration and for the smaller states to be absorbed into the larger. Like. 
wise they tend to decrease the value of all national boundaries, and as 
natural boundaries lose their significance, international strains will probably 
increase. As a result the airplane may hasten the establishment of some 


system of world order “whether by the sword or by conference.” Th 
In Part II (192 pages) Mr. Lissitzyn brings together valuable information Ie '* 
with respect to governmental promotion of air transportation by all the (p. 
countries which have been active in this field. While much of this information Or 
has previously been available in official documents, it is very helpful to have auth 
it assembled in one place. Also in Part II there is a very good discussion Ala 
of the reasons for governmental assistance or regulation of international air Muc 
lines. Briefly summarized, it is pointed out that governments wish to control vie 
such companies because they have always been inclined to regulate any form able 
of transportation; because international air transportation is important in iy" 
spreading national prestige and propaganda; because of obvious military that 
aspects; because governments would have an insufficient control over the wit 
expenditures of subsidies without regulation; and because government regu- /- 
lation facilitates the raising of capital. 
Proceeding from this analysis, Mr. Lissitzyn points out that there are c 
good reasons why some governments do not take over the airlines entirely , 
but continue the system of private ownership. In addition to the usual argu- Ss 
ment regarding difficulties of management, two more important reasons for I 
“the preservation of the outward forms of private enterprise” are givel. bis 
The first is “the tradition of private enterprise coupled with the hope, still be 
alive in the ‘democracies’ at least, that the exigencies of the internationd of 
situation which forced the non-economic development of air transport wil 
not be permanent, and that a transfer of the international struggle for powe! 
to an economic level is possible.” The second reason is that, in dealing with | 
foreign countries, it is politically more difficult for a governmental departmes! 
to gain concessions, such as landing rights, than for a private enterprise Th 
gain such concessions. 
In Part III (76 pages) the chief contribution is a good description of the 
expansion of air transportation in the Western Hemisphere and a not 
of the difficulties of the past and the opportunities for the future. _ tra 
In Part IV (58 pages) there is not only a good discussion of the diplomacy the 


of air transportation but also an evaluation of the doctrine of “freedom © 
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ihe air.” The author points out that the United States probably would have 
gained rather than lost in the recent past if freedom of the air had been a 
senerally accepted international principle. Regardless of this fact, there is 
jitle likelihood of the adoption of the principle throughout the world even 


ina time of general peace. 


nt Mr. Lissitzyn closes his book with a statement that America’s air transport 
at the fort in the international field should in the future be directed toward three 
which main objectives: “(1) the economic, cultural and strategic consolidation and 
aching development of the Western Hemisphere, and its dependencies, in a direction 


advantageous to the United States; (2) the prevention of the establishment 
or maintenance in the Western Hemisphere of non-hemisphere air transport 
interests threatening the military, political or economic interests of the 
United States; (3) the development and control of the air transport links 
of the hemisphere with all other parts of the world, for purposes of peaceful 
intercourse as well as for strategic advantage.” 

The book as a whole shows evidence of careful research. Only at rare inter- 
vals do minor errors creep in, such as reference to the Railroad Labor act 
(p. 102) instead of the Railway Labor act. 

One of the chief weaknesses of the book appears in chapter 11 where the 
author is discussing the relative advantages of monopoly and competition. 
A large part of the discussion is based upon an analysis of costs of operation. 
Much is made of the familiar proposition that firms with a high percentage 
of fixed costs (or “constant costs” as they are called in this book) will be 
able to take on additional increments of business with resulting decreased 
average costs and that such firms will generally go after any additional traffic 


nation 
I] the 
nation 
) have 
ussion 
al air 
ontrol 


nt in 
litary that will bring in more than the marginal cost. There is certainly no quarrel 
r the with this line of reasoning, but there is need for an expansion of the subject, 


particularly with respect to the possibility of reduced unit costs of service 
in the long run as the firm increases its scale of operations and the size of 
its investment. In the air transportation industry the possibility and the prob- 
ability that unit costs decline in the long run are certainly important and 
probably more so than the fact that existing firms have both fixed and 
variable costs. 

In an evaluation of the book as a whole, Mr. Lissitzyn is to be commended for 
his analysis of air transportation as an instrument of national policy. It will 
be necessary for those who write the peace after this war to consider many 
oi the propositions that are contained in this book. 
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CLAUDE E. PUFFER 
The University of Buffalo 


men 
chee The Hoch-Smith Resolution, A Study of a Congressional Mandate on Trans- 
F the portation. By E. O. Matort. Agric. hist. ser. no. 4. (Washington: Bureau 
oting of Agric, Econ., U. S. Dept. of Agriculture. 1942. Pp. vi, 117.) 

The Hoch-Smith resolution has been relentlessly probed by students of 
nacy raisport regulation, and more than a decade ago was quietly interred by 
n of the Supreme Court. One therefore approaches with some reluctance this latest 
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exhumation presided over by Dr. Malott. However, those with the 
to survive an unattractive format and a text considerably overloaded With long 
quotations will find a constructive treatment of the subject. 

The Hoch-Smith resolution, enacted in 1925 and still in statutory effec, 
contained three main provisions. (1) It directed the Interstate Comme 
Commission when adjusting freight rates to consider “in so far as— 
possible—” the conditions prevailing in various industries. (2) More g». 
cifically, the resolution authorized and directed the Commission to unde. 
take a general rate investigation. The theory was that such an investigatign 
would furnish a base for a universal and scientific overhauling of the entir 
rate structure. (3) The resolution also directed the Commission to give par 
ticular attention to the depressed condition existing in agriculture and tp 
readjust rates on agricultural products to the lowest lawful rates “compatibk 
with the maintenance of adequate transportation service.” 

Dr. Malott traces in some detail the legislative history and economic x. 
ting of the resolution; the unhappy efforts of the Interstate Commerce Con. 
mission to find some formula by which it could give “depressed” industries 
preferential rate treatment and at the same time discharge the legislative 
mandate of the Transportation act of 1920 to keep the railroads from ¢e- 
teriorating into the same depressed category. He concludes, of course, that 
all of this ponderous effort “failed to fulfill the expectations of the agricul: 
tural groups, . . .” 

Unfortunately the rather narrow limitations placed upon the scope of this 
study tend to obscure the broader significance of the author’s findings. Issues 
of public policy raised by the Hoch-Smith resolution are not, except by 
implication, identified with or evaluated in terms of federal highway policy; 
the controversy over alleged freight rate discrimination against the southem 
states; and recent attempts to subordinate the so-called independent reguls- 
tory commissions to the executive branch of government. All of these at 
integral parts of a single program to utilize the transportation plant and its 
services as an instrument of centrally controlled economic policy. In ay 
event, issues of this type could be readily resolved if all special interest groups 
would accept the wisdom of Dr. Malott’s admonition to agricultural interests. 
The most significant observation resulting from the author’s study of “a 
attempt to obtain rate concessions from the present transportation system’ 
is that “a more effective solution for agriculture may be to improve the 
efficiency of present methods of transportation and to experiment with and 
develop other means.” 

CuHar-es L, DEARING 

Washington, D.C. 


Agriculture; Forestry; Fisheries 


The Social Economics of Agriculture. By Witson Ger. Rev. ed. (New Yor: 
Macmillan. 1942. Pp. xii, 720. $4.00.) 


An alternative title to Professor Gee’s book might be A Short Encyclopedia 


194: 


fA 
ag 
Th 
foric 
jon 
(chaj 
pecl 
acco! 
rosi 
and 
prob 
(cha 
soci 
tion. 
tow! 
O 
field 
som 
Wor 
tion 
nor 
rur 
civi 
vel 
Arg 
in t 
pai 
the 
use 
] 

inc 
Th 
ide 
me 
on 
avi 
on 

me 
fay 


943] BOOK REVIEWS 189 


; American Agriculture. Its scope is so broad, covering as it does all phases 
‘agriculture and rural life, that to criticize it on the basis of inadequate treat- 
ent of narrow fields of specialization is meaningless. 

The book is divided into five parts and twenty-seven chapters. Part I, “The 
“ting of the Agricultural Problem” (chaps. I-V) presents an excellent his- 
orical background of agricultural development and its importance to civiliza- 
ion from colonial times to the New Deal. Part II, “Economic Elements” 
(chaps. VI-XIV), is not a discussion of economic theory but covers many 
pecial topics: farm management (why be a farmer, how to select a farm, farm 
ccounts, etc.), land utilization (combination of factors, diminishing returns, 
rosion, etc.), land tenure, labor and wages, financing, insurance, marketing 
id price determination. Theory appears in small doses attached to specific 
roblems of rent, wages, and prices. Part IV, “Some Political Problems” 
(chaps. XXI-X-XIII), deals with the changing réle of government in modern 
society, the history and problems of tariffs, and the inequity of present taxa- 
tion. Part V, “Rural Institutions” (chaps. XXIV-XXVII), presents the small 
town, the family, the church, and the school. 

On the whole, the material has been selected with care and insight in many 
fields and is presented in a lucid and interesting manner. There are, however, 
some specific questions that must be raised. In Chapter III—“Old and New 
World Agriculture”—one is given the impression that a stable rural popula- 
tion is desirable because it acts as a balance against rapid political and eco- 
nomic change. One might easily present the alternative point of view that 
rural people, by preventing the changes necessary in an urban industrial 


ept * civilization, helped to create the conditions in which violent upheavals de- 
policy’ veloped. Too little is said about the retarding effects of rural populations in 
then Argentina and other South American countries, in pre-Hitler Germany, and 
reguls in the United States where anti-labor sentiment is bitter. The picture that is 
-. painted is too pleasant: rural slums are mentioned, but little is said about 
and its the rural revolts and uprisings after the last war; the darker pigments were 
no used, but sparingly. 
groups In Chapter IV—“The Condition of American Agriculture’—there is a 
orests sound analysis of relative farm income and “the average per capita nonfarm 
of “an incomes were more than three times as large as the farm incomes” (p. 99). 
This is modified by later statements, but we are undoubtedly left with the 


idea that agriculture is not too flourishing! In discussing the “Farm Manage- 
ment Problem” in Chapter VI it is stated, “Wealth is more equally distributed 
on the farm than in the city, and there is a strong probability that on the 
average, a city-person will die poorer than the farm dweller” (p. 141). Not 
only that, but “the farm families ate from about 40 to 100 per cent more 
meat, eggs, fruit, and vegetables than was the case with the workingmen’s 
lamilies ...” (p. 141). That is one reason you might want to become a farmer. 
This raises a question as to the usefulness of average figures and the historical 
methodology of dividing our problems in terms of farm and industry. Would 
not an analysis of the problems of the low incomes in all groups be more 
revealing? Measures raising the relative income of all agriculture might do 
nothing to alleviate the poverty of the low income group. Analyses of govern- 
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ment actions based on broad averages are meaningless for welfare considers. 
tions until broken down for income classes. 

The discussion of tenure in Chapter VIII is comprehensive but might be 
simplified and clarified by pointing out at the outset that tenancy may be 
good or bad depending upon the conditions. Tenancy under some conditions 
may be as secure as ownership, permit a higher level of living, and avoid the 
necessity of “buying back” the land every generation. The distinction be. 
tween tenancy and ownership fades when the state sells land on a mortgage 
basis and collects interest, or gives a permanent lease and collects rent. An 
analysis of this kind focuses attention on the relevant conditions of both 
tenure and ownership. Section 2 (p. 191), entitled “Disadvantages of Farm 
Tenancy,” essentially refers to insecurity of tenure rather than tenancy 
as such. 

Chapter XXII, on “The Tariff and Agriculture,” presents an interesting his- 
tory of our tariffs and the arguments for and against them. It omits, however, 
any discussion of the problem of making raw materials available to all people 
in an industrial civilization, the relationship between economic nationalism 
in Europe and this country and war, and the basic problem of harmonizing 
internal policies such as the A.A.A, with the need for expanded world trade. 

The economic theory presented is scattered throughout the book; a dis. 
cussion of the assumptions underlying a competitive norm and the limitations 
this implies, as well as a comprehensive view of theory as a useful tool of social 
analysis, is lacking, A general course in agricultural economics and rural 
sociology should do three things: it should describe the real world; it should 
provide a grasp of the tools of analysis; and it should show how these tools 
may be used in solving problems. Professor Gee’s book meets the first of these 
requirements but fails adequately to meet the other two. Whether they can 
be adequately met in any single course or book is problematical; for a broad 
general course, the material is there and the teacher can easily supplement it 
with additional material. 

Each chapter has a series of questions and suggested readings, and there is a 
comprehensive index. 

ArtuHur C. BuNCcE 

Iowa State College 


Labor and Industrial Relations 


Public Control of Labor Relations. By D. O. Bowman. (New York: Mac- 
millan. 1942. Pp. ix, 504. $5.00.) 

We have here the first comprehensive study and evaluation of the Nation 
Labor Relations act and of the Board which administers it. The study 
aimed primarily to throw light on the method of administrative control, 4 
method which, it is suggested, may be a partial answer to Marxism and ev: 
dence that some types of control may result in more rather than less freedom. 
Another aim is to appraise the act and the Board’s work. It is a pleasure \° 
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record that Professor Bowman has performed admirably a difficult and 
important task. The major administrative problems encountered by the 
Board and its solutions to those problems are clearly traced, and Professor 
Rowman’s observations and appraisals, especially those dealing with criticisms 
of the Board and the act, are in every instance both penetrating and judicious. 
The book will be found indispensable by students of labor and government. 

Part I consists of a brief but adequate description of the development of 
legislative policy to encourage collective bargaining and protect labor’s right 
to designate its representatives, together with a scanty treatment of constitu- 
tional issues. Part II deals with the unfair labor practices and the remedies 
or them which are prescribed by the act. The certification of representatives 
and the determination of the appropriate bargaining unit are discussed in 
Part III. Part IV is devoted to the procedures followed by the Board in 
administering the act, and Part V to the organization and personnel of the 
Board’s Washington and regional offices. The Board’s record in disposing of 
cases, the effects on organization, collective agreements, attitudes, and the 
Roard’s record in the courts are treated in Part VI, which also includes notes 
on state labor relations acts, a brief discussion of possible extensions of govern- 
ment regulation of labor relations, and an excellent concluding chapter on the 
Board and the administrative process. 

High praise is bestowed upon the Board. Students must agree, says Bow- 
man, “that the Board possessed deliberation, studied consideration, courage, 
honesty, and a laudable independence that ignored properly but respectfully 
the legislative blasphemy, the blustering of organized labor, and the bleats of 
both the legal profession and employers.” Much of the inefficiency charged 
against the Board, such, for example, as excessive legalism, secretiveness with 
employers, resistance to political pressure, procedures that were more than 
free and fair, was inefficiency only when viewed from the short-run point of 
view, and in the long run represented beneficial action that built a solid 
foundation. The Board’s major contribution has been “a positive, active, and 
objective spirit guiding the adjustment of private rights to public interests 
under our existing legal and economic institutions.” And in making this con- 
tribution, the Board “has carried on and extended the best traditions of the 
administrative method of control.” That the process developed by the Board 
differs from those of other agencies does not trouble Bowman in the least for, 
in his opinion, “the only true pattern of administrative agencies is no pat- 
tern,” 

_ Bowman concludes that the National Labor Relations act has been an 
important factor in the growth of organized labor, but he rightfully points 
out that the competition between the C.I.O. and the A.F. of L. was also 
important, as was the marked improvement in business conditions. The great 
increase in collective agreements, especially in the mass-production industries, 
is also partly attributable to the provision requiring employers to bargain 
collectively. There is better feeling between unionists and employers, espe- 
cially where collective agreements have been successful. The effective protec- 
tion of labor’s long-conceded but frequently suppressed rights has decidedly 
increased civil liberties. The effect of the act on strikes is not easy to trace, 
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but Bowman believes that the strike burden was lessened where union recog. relative 
nition and discrimination were involved. The settlement, or Prevention, of these § 
strikes is not a function of the Board, although it has sometimes appeared as picture 
a by-product of the Board’s activities. of the. 

Within the scope of action dictated for it by Congress, the Board’s steward. Itm 
ship has been “admirable.” But Bowman believes that the scope of the act a more 
should be widened to include conciliation, mediation, or arbitration, to the conditi 
end that labor relations may best “develop with the maximum of freedom and taken | 
responsibility.” The reviewer cannot subscribe fully to this conclusion, over tt 

The purpose of the act as it now stands is fundamentally to establish and tions, ; 
enforce rules for a “fair fight.” The machinery and procedures which it has suaded 
established and the skill of the personnel which administers it are specialized of the 
to that end, and would hardly be suitable and adequate in the methods of in acct 
industrial peace. Those whose business it is to settle disputes involving wages, restrai 
hours, and working conditions are not concerned with rules for a fair fight, per cel 
but only with achieving a settlement. They practice the art of compromise. civil d 
It would therefore seem better not to commingle such essentially different extrem 
functions. been b 

More rules are certainly needed, some of which should be directed against The 
unfair fighting practices used by unions, as Bowman realizes. Something could Austre 
be done also to increase the protection of the individual worker in relation author 
to the union and its officials. Extending the scope of the act to make more its co! 
and better rules for conflict would, in the reviewer’s opinion, be desirable and states 
consistent. The fundamentally different problems of settling disputes on inter- adequ 
ests and disputes on rights in making and interpreting collective agreemen‘s is for 
should be entrusted to some other specialized agencies. But in establishing it is i 
such agencies, especially to deal with disputes on interests, we should realize autho 
that, if status is to be achieved from below and not to be imposed from above, federe 
there must be conflict, and lots of it. At least that would seem to be true in a suspel 
society dominated by pressure groups, as ours is and will probably for long Tw 
continue to be. the fo 
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Solving Labour Problems in Australia. By ORWELL pE R. FoENANpeER. (Mel- to in 
bourne: Melbourne Univ. Press. 1941. Pp. xxxv, 168. 15s.) strair 
Australia has now had a long experience of compulsory arbitration on inter] 
labor disputes. The literature on the subject is nevertheless meagre, and Mr. the s 
Foenander’s supplement to his earlier work (Towards Industrial Peace m it cot 
Australia) is welcome. It is a descriptive account of the principles followed provi 
by the Australian Court of Conciliation and Arbitration in ‘ecent years on aspe 
particular problems. These are its variations of basic wage rates according limit 
to changing economic conditions, variations in standard working hours, de- arbit 
terminations of wage margins (i.e., additions to basic rates), and the appli- mere 
cation of these principles to piecework, seasonal, and other complex condi- nomi 
tions, such as exist in the continent-wide sheep and cattle industries. The and | 
author, who is an admirer of the system, does not shrink from recording 1's the 
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lative failure to cope with the problem of conditions in coal mines, As 


these subjects as a group cover most of the field, the book gives a good 


* picture of developments in Australia up to and including the early period 
of the war. 

ird- It may be of interest to carry the story further, because it has since reached 

act , more significant stage. The system has stood up well to the strain of war 


-onditions. It continues to be a steadying influence and the special war powers 
taken by the government have been used with restraint. The court had for 
over two years refused to increase wage rates generally because of war condi- 
tions, and the Labour Government which took office in October, 1941, per- 
suaded the trade unions to accept the prevailing standards, subject to decision 
of the court on cases pending, and to the customary variations of wage rates 
in accordance with changes in the cost of living. Such changes are themselves 
restrained under a separate system of price control. By December, 1942, 68 
per cent of all persons of working age were engaged full time in industry, in 
civil defense, or in the armed forces, and man power shortages have become 
extremely acute. Wage rates and other labor conditions have nevertheless 
been held on the basis of pre-war conditions as determined by the court. 

The more significant facts have to do with a profound change in the 
Australian federal constitution. During the war the federal parliament has 
authorized many things to be done which in times of peace would be beyond 
its constitutional powers. The federal government has now persuaded the 
states that similar authority should be continued to enable Australia to deal 
adequately with the problems of post-war reconstruction. The agreed period 
is for the duration of the war and five years thereafter. Within that period 
it is intended to determine the future relations between the federal or state 
authorities by popular referendum; and, in the meantime, the limitation on 
federal powers to deal with labor problems (among other things) is to be 
suspended. 

Two aspects are of particular interest at the moment. The first concerns 
the form which labor regulation has taken under the influence of the Australian 
constitution. The federal powers have been confined to “conciliation and 
arbitration for the prevention and settlement of industrial disputes extending 
beyond the limits of any one State.” The federal legislature has not been free 
to intervene directly in labor matters, and individual states have been re- 
strained by consideration of understate competition. Without presuming to 
interpret the legal subtleties involved or to disparage the action taken by 
the states, it may be said that the federal power tended to be supreme, but 
‘t could take effect only through a court, and—because of other constitutional 
Provisions—through the persons of judges appointed for life. (The other 
aspect is the remarkable extent to which the court has broken through the 
‘imitations originally imposed upon it.) From its earliest days the Australian 
arbitration court has interpreted its function widely. It was never satisfied 
merely to register the natural bargaining position of contending parties. The 
nominal requirement that a dispute had to be interstate became a formality, 
and so did the reality of a dispute as such. Moreover, as anything could be 
the subject of a dispute, there were no natural limits to jurisdiction. The 
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trend of popular opinion was all in the direction “social justice,” and th 
court was expected to define that elusive objective in particular cases, The 


court indeed became the vehicle for the quest. It seemed to those who urged it Ther 
and sometimes to the court itself, quite intolerable that the only national MMM gre inte 
authority available for the direct protection of labor should be frustrated, Ye them is 
the electorates would not amend the constitution in the form desired by MMB system, 
political protagonists. The High Court, as interpreter of the constitution, ME Additio 
conceded what it could, but the law was never clear. If the words in the liminar 
Australian constitution were to mean anything at all, they could scarcely be It is ex 
construed to empower the court to make and to enforce common rules such as are the nu 
essential for effective regulation. state ( 
By one means or another, and by indirect influence as much as by its own or inco 
authority, the court, before the war, however, had become the dominant form 0 
element in determining labor conditions in Australia. Its decisions on wage viewed 
rates and on other major conditions have had a stabilizing effect on the whole paragr: 
economy and have been sufficiently elastic. The principle of determining satisfie 
such issues by judicial or semi-judicial decision has probably been established This i 
with great advantage to the community, but the system as a whole is overdue transf¢ 
for revision. consur 
In criticism it has been said that the court system has multiplied nominal (prod 
disputes without abolishing real ones, and that the price paid in excessive (const 
regulation has been too great for the benefits of reduced industrial disturbance. The e 
But the regulation would probably have come in some form, and it is not easy ing, tl 
to appraise alternatives. New adventures are now to be tried, In the meantime as We 
Mr. Foenander’s praise of the system which has worked under great difficulties cited 
for 37 years is as valid as any other comment. The 
J. B. Bricpen sumet 
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Economics and the Consumer. By E. M. Anpres and C, D. CocANnowsn. 


of we 


(Boston: Houghton Mifflin. 1942. Pp. 553. $3.50.) On 
This volume is a new departure in the elementary economics textbook field. of th 
The authors describe it in their Foreword as a text on elementary economics infor 
written from the viewpoint of the consumer. It would be more accurate to inter 
describe it as a book on consumer economics with an introductory sketch of teacl 
elementary economics. Presumably it is intended for use as a one-semester text. ador 
The general organization of subject matter reflects the common failure o! om 
textbooks in the consumption field to distinguish clearly between a pure ec cuss 
nomics of consumption, an applied economics of consumption, and a private fully 
economics of household management. There is added, also, the further com mat 
plication of an attempt to integrate materials on consumer economics with of c 
those customarily included in an elementary economics course. The result ae 


is something less than satisfactory, though the book is not devoid of merit 
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an introductory approach to economics. Beginners may find it more interest- 
ing than the usual text. 

There are twenty-five chapters in the work, the first five of which especially 
sre intended to provide a background of economic principles. Included in 


Yet them is a sketch of elementary concepts, the development of the economic 
| by stem, the capacity to produce and consume, prices, and money and banking. 
tion, HME Additional concepts are explained in later chapters as need arises. This pre- 
the liminary exposition of elementary economics is the weakest part of the book. 
y be It is extremely brief, and also oversimplified, which presumably accounts for 
are the numerous loose and inaccurate statements. For example, the authors 


state (p. 8) that “At present all money in the United States is of this paper 


own or inconvertible character.” Monopoly, according to the authors, is the chief 
lant form of imperfect competition (p, 10). Under “Wage-Theories Briefly Re- 
age viewed” (pp. 12-13) the marginal productivity theory is not mentioned. One 
role paragraph only is devoted to interest. Wealth is defined (p. 1) as whatever 
ing satisfies a want, and as consisting of both material and immaterial goods. 
hed This is contradicted later (p. 45) when wealth is said to consist of tangible, 


transferable economic goods. The closest the authors get to a definition of 
consumption is the following: “The ultimate end of all economic activity 
(production) is to have the means with which to use goods and services 
(consumption)” (p. 45). There is also no clear definition of the consumer. 
The error exposed by Zimmerman in his Consumption and Standards of Liv- 
ing, that Engel formulated laws of consumption for clothing, housing, etc., 
as well as for food. is repeated (pp. 50-51), though Zimmerman’s work is 
cited as a reference at the end of the chapter. 

The chapter on money and banking includes useful information for the con- 
sumer on checks, endorsements, and deposits. Chapters 6-24 cover most of 
the usual subjects included in a course on consumer economics. Advertising 
is important enough to have deserved a full chapter. Also omitted are chapters 
on food and clothing, though some food problems are discussed elsewhere. 
On the other hand, chapters such as “The Consumer and the Doctor,” “To See 
or Not to See,” and “Soaps, Dentifrices, and Toothbrushes,” cover quite well 
subjects not usually given extended treatment. Chapter 25 is a brief survey 
of war economics, 

On the whole, the chapters on consumer problems, representing the bulk 
of the book, are well done. They are well written and contain much useful 
information for consumers that students should easily grasp. For teachers 
interested in the consumer approach to beginning economics and for others 
teaching a lower division course in consumer economics, this part may justify 
adoption of the book as a text. The chief weaknesses of these chapters are 
omissions, and the brevity with which some subjects are treated. Thus in dis- 
cussing budgets, the nature and sources of family income are not gone into 
fully enough. The chapter on weights and measures contains excellent factual 
materials, but little discussion of the enforcement problem. Commercial grades 
ol consumers’ goods are given insufficient attention in the chapter on quality 
standards, Finally, the chapter on food and drug legislation, while well pre- 
sented, omits state legislation entirely. The three best chapters are “Housing,” 
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“Consumer Information by Private Agencies,” and “The Consumer and the 
Doctor.” 

The final chapter, on war economics, is necessarily brief in its treatment oj 
various war problems. Rationing, however, should have been defined, ang 
its necessity when prices are fixed indicated. The subject of war labor prob. 
lems, too, deserves more than the three paragraphs allotted to it. 

As the authors state, a moderate position is taken, “neither whitewashing 
the producers of consumer goods nor condemning them wholesale.” The book 
was written with the editorial collaboration of Louise Pearson Mitchell. The 
65 figures and 21 tables it contains are valuable features. There are usejy! 
review questions and problems at the end of each chapter. References for 
further study are annotated. 

Roy C. Cave 

San Francisco State College 


Population; Migration; Vital Statistics 


French Predecessors of Malthus: A Study in Eighteenth-Century Wage and 


Population Theory. By JosePpH J. SPENGLER. (Durham: Duke Uni. Th 
Press. 1942. Pp. viii, 398. $4.50.) centu 
Professor Spengler has written a book which deals with the history of eco- be ju 
nomic ideas, The central problem of his study is an investigation of the leaé- fessot 
ing doctrines of certain writers concerning population, the determinants of formt 
population growth and decline, the means of influencing population size, the latior 
level of real wages, and the laws of returns. He has chosen, as his material, the relati 
unusually rich literature which appeared in French social and economic thought nized 
mainly between 1600 and 1800. This is a field of great importance, and one thus’ 
that has lain virtually unexplored by the few practitioners cf the history of itself 
economic thought in England and the United States. surpl 
It can be contended that Professor Spengler has succeeded remarkably wel surpl 
in demonstrating that certain current problems are by no means new, and and 
that contemporary speculation is not so free of past ideas and assumptions as set U 
might otherwise be supposed. While his effort does not, in my opinion, entirely the s 
come up to the high standard which Halévy has sct in the distinguished service M 
which he rendered for utilitarianism and British classical economics, it is to of le 
hoped that French Predecessors of Malthus will provide an example for the land 
revival of significant inquiries in the neglected area of Dogmengeschichte. Our incr 
present discipline, after all, like any other, is the outcome of past ideas, proce and 
dures, and problem-statements. Favorable and unfavorable critics alike, % theo 
well as investigators intent upon framing new problems and developing nev gro 
methods, will be in a better position to proceed if they will undertake fis pop 
to master the history of their own subject, which means a thorough search 0! a 


its literature. Graduate training abroad has always recognized this fact, and 
an awakened acknowledgment would be desirable in this country. 
The Malthusian doctrine of population provides a good example of the 
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value of the historical approach to economic doctrines and analysis. It served 
as one of the fundaments of classical political economy. The others were the 

iybor theory of value and a theory of markets that is generally and wrongly 
ced ited to Jean-Baptiste Say. Malthus’s principle was the outcome of a long 
ory, whose French sources Spengler endeavors to analyze. It purported to 
explain how real wages were regulated in the long run, and how, therefore, 
profit sts were determined under the labor theory of value. The classicists tied 
to a secular tendency to a declining rate of profit by use of the principle of 
land grades of differential productivities. They also used the principle of 
population as the integral part of a mechanism which was supposed to adjust 
he long-run real wage to an unexplained subsistence standard, from which 
they derived conclusions for policy which were of great importance. A knowl- 
edge of the sources of classical doctrine, and of the historical conditions under 
which these ideas were formulated and applied, is indispensable to the full 
preci ion of the classical period as a whole. From a wider view, such an 
approach would have the merit of going far in eliciting understanding of the 
relation of doctrines to their environments, and in throwing light upon the 
difficult question of the relation of the humanistic sciences to the problems of 


policy. 


The Malthusian principle of population is the major element in eighteenth 
century population doctrine that is of special interest to economists. We may 


be justified, therefore, in departing for a moment from a discussion of Pro- 


fessor Spengler’s work, to devote a little attention to this principle. In its 
formulation, Malthus did no more than to create a synthesis of existing specu- 
lation, to which he added a somewhat more precise formulation of an abstract 
relation between population and food supply, a relation already long recog- 
nized by 1798. (For the present, as Professor Schumpeter has remarked, Mal- 
thus’s qualifications of his doctrine are more important than the principle 
itself.) The physiocrats had already shown that agriculture could produce a 
surplus over the consumption requirements of the cultivators, and it was this 
surplus which provided the empirical basis for the subsistence theory of wages 
and the classical theory of capital. Montesquieu, Turgot, and others had even 
et up the principle that population growth is contingent upon the growth of 
the surplus. 

When it became recognized that, for given circumstances, the application 
of labor and capital, as the variable factor, to the supposedly fixed factor of 
and area, would lead to nonproportional returns (in which product would 
increase, successively, faster than the variable factor, as fast, then less fast, 
and finally would decline absolutely), the basis was created for an optimum 
theory of population. It was then a short step to the principle that population 
growth Tegulates the long-run wage level, while food supply in turn limits 
population. As Halévy has shown, the law rested upon two postulates, one 
concerning man’s physiological nature (the reproduction tendency), and the 
other concerning the physical nature of the earth (the limitation of land area) .* 


‘E. Ha lev y, The Growth of Philosophical Radicalism, tr. by Mary Morris (New York, 
192 8 » pp. 22 5-48. 
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The long-run result which might be predicted deductively would be an equilib. in the | 
rium between the supply of scarce physical resources and the demand for sub. the sys! 
sistence, which would arise from the population, with short-run oscillations cantilis 
around this normal. This prediction was common in the literature after 1770, people 
and Condorcet had even argued that a conflict would emerge between indus. econom 
trial progress and the growth of population because food supply increases Loui 
arithmetically while population grows geometrically.” At all odds, the pessi- he had 
mists were furnished a weapon with which to put an end to all utopian long- solutisn 
ings for human improvement, and thereby they furnished an instructive ex. toward 
ample for the study of the sociology of knowledge. The well-being of man was (proba 
made subject to natural laws which legislation, however well intended, could nual ir 
not set aside. Famine 
and th 

Malthusianism, then, was the ultimate consequence of the speculations about merché 
population which had been going on since the sixteenth century. But what sides t 


were the historical conditions which produced an interest in the population Moreo 
question? tiansp 

In the seventeenth century in France, there emerged the personal abso- a reas 
lutism of Louis XIV, as the result of the consolidation of the national power place. 
and the establishment of the supremacy of the state over the feudal church and cr 
in temporal matters. Louis became king in 1643, and with the passing of The 


Mazarin in 1661, he acquired sovereignty with virtually unlimited powers, tender 


which were applied by his exceptionally able first minister, Jean-Baptiste systen 
Colbert. The anticipation of these historical tendencies is to be found in Jean the ql 
Bodin’s Six Livres de la République (1576). An appreciation of their full creati 
application in practice may be gained by a study of the statecraft of Colbert. prise. 
The goal was the firm establishment of the national power in domestic mat- but a 
ters, and the unlimited expansion of its authority relative to that of rival states favore 
in the field of foreign affairs. The means were to be found in a growing, in- ferenc 
dustrious, and docile population. Modern totalitarianism, it may be observed, Laffer 


differs primarily in the quality of the weapons, Wealth, fiscal resources, and to the 
military power, Colbert believed, would be the issue of such a policy. Divine * trove 
sanction for such a thoroughgoing control of the individual by the state and 
an unconditional approval of the objective of an unlimited increase in popu- 
lation were to be found in the works of Bishop Bossuet (1627-1704), a man 
who managed to write a universal history of mankind whose dominant organ 
zational principle was that the Colbertian state was the necessary outcome of 
a predetermined plan of Providence. National power, to sum up, was united 


*In 1588, Giovanni Botero, in his Delle Cause della Grandessa della Citta, discussed 
population growth in terms of the reproductive instinct and its relation to the sub- 
sistence check. Siissmilch advanced the hypothesis of a geometrical rate of increase 0 
population in 1741. (A. B. Wolfe, “Population,” Encyclopedia of the Social Sciences 
Vol. XII, p. 249). Joseph Townshend developed almost the entire Malthusian case in 1786 
with the example of an imaginary society of goats on the island of Juan Fernandez 
Starting from the first pair, multiplication proceeds until the optimum number is reached, 
and in the oscillations around the adjustment point, the weaker are eliminated by compe- 
tition. (Halévy, op. cit., pp. 229-30). Thus began the theory of natural selection, which 
Darwin himself credited to a reading of Malthus. 
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in the person of the king as an absolute monarch, and the establishment of 
the system of intendantships represented the creation of a centralized mer- 
-antilistic state in place of the local rule of feudal times. Population and 
people themselves were merely instruments of the state. The regulation of 
economic activity in all of its phases was fundamental to the system. 

Louis’s reign was not an unequivocal success, and before he was through 
he had managed to provoke some serious attacks upon the principles of ab- 
wlutism and the mercantilistic regulation of economic activity. There arose 
toward the close of his rule a belief that France was undergoing depopulation 
probably stimulated by rural depopulation and France’s lagging rate of an- 
qual increase, which in the eighteenth century was the lowest in Europe). 
Famines, unemployment, a heavy and inequitable tax burden, rural poverty, 
and the failure of the grain markets were symptoms of disorder. The rising 
merchant and manufacturing bourgeoisie found themselves hampered on all 
sides by mercantilistic policies and by restrictions surviving the feudal era. 
Moreover, the triumph of the middle class in England in 1688 led to the 
transplantation of the doctrines of naturalistic individualism to France, and 
a reassessment of existing political institutions and practices began to take 
place. The year 1789 thus represented the fruition of a century of discontent 
and critical revaluation. 

The Age of Louis XIV gave rise, as might be expected, to certain hostile 
tendencies whose whole meaning flowed from the nature of the Colbertian 
system itself. There was the issue of industry versus agriculture. There was 
the question of the nature of national wealth and the proper means for its 
creation. There was the problem of regulated versus unregulated private enter- 
prise. From one direction, the attack came not against mercantilism per Se, 
but against policies which hampered the development of manufacturing and 
favored agriculture. It may be summed up, Spengler indicates, in the dif- 
ferences which had developed between Minister Sully and Barthélemy de 
Laffemas, the protagonist of manufacturing, even before the ascension of Louis 
to the throne of France. This struggle, expressed in the literature as a con- 
‘ toversy over the nature of wealth and the conditions of its increase, continued 
throughout the eighteenth century, with the physiocrats in the rdéle of the 
agrarians. Toward the close of the Enlightenment, Say became the leading 
French exponent of the manufacturing interest, the champion of an economy 
automatically balanced through the competitive process, and the partisan of 
unlimited freedom of markets. 

From another direction, the attack drove against the abuses of absolutism 
as applied to the economic community. In the character of the critique which 
emerged, there was laid the basis for the future doctrine of laissez-faire. 
Though Fenélon, Vauban, and Boisguillebert were all mercantilists, and there- 
‘ore not wholly opposed to the status quo, all three voiced discontent with the 
completeness of the existing system of regulation. The first two favored the 
increase of population, but held that the increase of the means of subsistence 
Was the precondition. From this basis, they proceeded to attack the effects of 
regulations upon rural economy. Fenélon decried the concentration of po- 
litical power, and recommended freedom of internal trade, He showed no 
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fear of overpopulation, holding simply that “The produce of the earth wil 
always be in proportion to the number of persons that till it.” Vauban cop. 
demned the poverty of agricultural France which had developed with Louis's 
regime, and looked to tax reforms and free internal markets as the way to 
revival. He too favored an increasing population, but believed that a Policy 
of provision (to build up the subsistence fund), based upon the rehabilitation 
of agriculture, was the fundamental reform to be sought. Boisguillebert, in his 
Le Détail de la France (1695), condemned the fiscal abuses and administratiye 
regulations of the Colbertian system. Population depends upon subsistence, he 
argued, and subsistence can only increase if private agricultural enterprise js 
released under a system of free markets. The guilds and the system of price 
fixing must be abolished (foreign trade being excepted, however, from this 
injunction). The true wealth of a nation, he contended, consists in goods, not 
in money. It may be noted, furthermore, that Boisguillebert implied that the 
“natural” ratios of exchange between commodities were determined by rela- 
tive embodied labor, and that competition in free markets functioned as the 
mechanism for distributing the labor of society in proportions consistent with 
these exchange ratios. We thus get the beginnings of a displacement cost 
theory of equilibrium more than half a century before Adam Smith’s cele. 
brated case of the deer and the beaver. A crude formulation of the subsistence 
theory of wages may also be found in Boisguillebert. 

The close of Louis’s reign is thus marked, in this literature, by the emergence 
of the controversy over the relative merits of agriculture and industry, and by 
the reéxamination of the problem of political power, provoked by doubts about 
absolutistic government which found their /ocus in the relation between the 
state and economic activity. Both tendencies, after nearly another century of 
development, ultimately converged in the natural-order liberalism which 
reached its apotheosis in the economics of Say and Ricardo. With these events, 
the intellectual triumph of the proponents of manufacturing and free trade 
was finally realized, and opinion was prepared for the legislative and admin- 
istrative changes which would put the doctrine into practice. 


As we work forward in the French social and economic works of the 
eighteenth century, we find this critical hostility to the existing political sys 
tem steadily intensifying itself, particularly after 1750. No fundamental 
changes had been accomplished, and dissatisfaction was great among both 
manufacturing and agricultural interests. The former sought to have the 
state take a more active part in the promotion of industrial aims, and the 
latter found itself in difficulties which also called for changes. The coacet- 
tration of land ownership in great estates, the misery of the small cultivators, 
the backwardness of feudal systems of cultivation, and the difficulties con- 
fronting the introduction of the new technology which Tull and others had 
created in England all contributed to discontent. 

A revolution in ideas about the nature and organization of society was als 
impending. The prestige which Newton had derived with his creation of 2 
physical science of matter in motion became great on the Continent, and 
interest developed among humanists in the construction of an abstract science 
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of “relations and connections” which would reduce to simple principles the 
pehavior of men as the units of social matter in motion. Descartes, Male- 
branche, and Hobbes had provided the framework in the geometrical method 
and the principle of egoism. Quesnay and others completed the structure, de- 
ving the laws of economic behavior from the application of the postulate 
hat men act “. . . obtenir la plus grande augmentation possible de jouissance 
par la plus grande diminution possible de dépenses.”* The result was a con- 
ceptual system involving the natural principles of economic order, a system 
which provided the most powerful basis for a criticism of interventionism. 
4nd so we have here the socio-economic and the intellectual environment in 
which population doctrines emerged, doctrines which involve a mixture of 
mercantilism, physiocracy, anti-physiocracy, and laissez-faire. This, then, was 
the ground upon which the classical political economy was erected. Before 
the final structure could be completed, the underpinnings had to be set up. 
The principle of population, as one,* emerged from the subsistence theory of 
wages and the principle of non-proportional returns, and it is these two ele- 
ments that are of direct relevance to the French population doctrines of the 
period. 

Professor Spengler has followed, in the main, the conventional classifications 
in grouping his authors. They are the neomercantilists and agrarians (Law, 
Dutot, and Herbert); the repopulationists (de Bielfeld and Moheau); Can- 
tillon and his followers (V. R. Mirabeau, Condillac, and Garnier) ; the physio- 
crats (Quesnay and the lesser lights who followed him dutifully); the phi- 
losophes (Montesquieu, Voltaire, Buffon, Helvétius, and Condorcet); the 
non-physiocratic economists (Messance, Forbonnais, Turgot and Herren- 
schwand) ; and the extreme anti-physiocrats (Necker and Linguet). Numerous 
minor writers also appear in these categories. 

The neomercantilists and agrarians, Spengler says, sought primarily to res- 
cue agriculture from its difficulties. They approved the principle of an in- 
creasing population, but made it depend upon the health of agriculture. One 
of their number, John Law, whose doctrines seem strangely out of place here, 
made population a function of the quantity of money. To build up the balance 
of trade, Law advocated, of all things, the raising of prices. 

The repopulationists generally accepted the assumption of depopulation, 
while advocating an increase of numbers. De Bielfeld argued that “experience 
shows that the proportion between the amount of labor employed in agricul- 
ture and the quantity of product always marches in uniform progression.” 
Moheau related the fiscal and military strength of the state to population size, 
wae Schumpeter, Epochen der Dogmen- und Methodengeschichte (Tubingen, 1914), 
440. 


“As already noted, the labor theory of value and Say’s law of markets were the others. 
= law of markets has come to mean many things, among them (1) a theory of barter 
<p in a moneyless economy of simple reproduction—Say’s own case; (2) a principle 
a purchasing power cannot be lost, regardless of whether spent or saved (the James 
Mill-David Ricardo version); (3) a principle that there can be no endogenous basis for 
eecuatary unemployment in a freely competitive economy—a view originally advanced 
cy Turgot in his notes on a translation of Tucker. The law of markets rendered the 
Classical system one free of internal crises or general overproduction. 
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and questioned the existence of depopulation. This group laid particular en. Ma well 2S 


phasis upon the moeurs of the community as the fundamental determinants oj aM ties. T 
growth. tivity ¢ 

Even before the physiocrats, Richard Cantillon, whose treatise Jevons wa 
later to describe as “the cradle of political economy,” had contended that lanj This 
was the “true” source of wealth, and thereby had shifted the analysis from Speng! 
the mercantilistic emphasis upon monetary circulation to the productio, indica’ 
process itself. The distribution of land ownership, he held, affects the distr. which 
bution of income: the greater the concentration in ownership, the greater the what | 
relative expenditure upon luxuries, and the lesser the proportionate expend. ization 
ture for expanding the production of subsistence goods. Subsistence product, repres 
however, governs population size. As with Moheau, the repopulationist, ther lem 0: 
can be detected here traces of a subsistence fund thesis. Wages are adjusted activi 
by competition, to an institutionally determined subsistence level. Cantillon repre 
opposed the export of “provisions,” and he upheld a balance of labor theory classi 
of trade. With the elder Mirabeau, the position is clearly stated that the can 
advance of wealth depends upon population, which depends upon the quan- Fr 
tity of subsistence, which in turn depends upon land area and the quality of lem, 
agriculture. With Garnier, it is explicitly contended that wages are regulated repre 
by subsistence requirements. to th 

The physiocrats made the sequence a direct one: wealth (consumable and 
goods) depends upon the numbers in production, which depends upon the siz to d 
of the fund of subsistence capital, which depends upon agriculture. Agricul- wou 
ture alone yields a surplus return over costs (manufacture adds nothing to tot 
value product), and this produit net (which represents the taxable capacity logi 
of the state) can be increased by reducing the costs of agricultural production of s 


while raising product prices. Investment of fresh capital in large-scale agri- 
cultural enterprise was the means recommended. 

The philosophes were primarily the philosophers of unlimited progress, who 
devoted their energies to advocacy of measures designed to remove the “ob- 
stacles” which tradition placed in the way of the growth of knowledge and 
reason. We have already remarked upon Condorcet’s contributions to the 
population controversy. It would appear that he recognized the prospect of 
diminishing returns and an optimum population. 

As a non-physiocratic economist, Turgot had declared by 1766 that popv- 
lation depended upon subsistence, and had perceived clearly the principle of 
nonproportional returns. Wages, he believed, were governed by subsistence, 
which determined their “natural price.” Herrenschwand stood in almost con- 
plete agreement with Turgot, but also advanced some interesting ideas about 
the relation of the level of real wages to the relative rates of growth of popu- 
lation and the fund of subsistence capital. 

In dating the appearance of the laws of return and the subsistence theory 
of wages, Professor Spengler remarks that Vauban had implied a limit to 
total output far earlier, but that it fell to Turgot to work out the doctrine of 
nonproportionality completely. He did it, however, for agriculture. From Can- 
tillon onwards, there exists a thread of subsistence wage doctrine, but the 
writers disagreed about the size, nature, and determination of the fund, 4 
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well as about the character of labor supply and demand as functional quanti- 


ties, This badly formulated theory is then compared with the static produc- 
vity theory of wages, and naturally the latter comes off best. 


t land This account does not do full justice to the extensive literature which 
from Spengler has covered in his well documented work, but it should serve to 
1Ction indicate some of the sources of Malthusian doctrine, and the conditions under 


which those sources were produced. It also should indicate the permanence of 
shat has come to be recognized as the fundamental problem of Western civil- 


endi- zation: the Jocus and sources of social power. Our present revolutionary age 
duct, represents in considerable part experimentation in an effort to solve the prob- 
there em of power, experimentation with the relation of government to the economic 
Sted activities of men. It is not without interest that the monolithic state of Colbert 
illon represents one solution, while the “natural” economic community of the 


dassical school provides another, and what is going on in the world today 


the can be much better understood if the record of the past is reviewed. 
French Predecessors of Malthus does not directly tackle the power prob- 


lem, although the material reviewed is rich in implications. It does, however, 
represent a diligent study which will take its place as a significant contribution 
to the history of economic doctrine, It brings to light many fundamental ideas, 
and it avoids the vice of that erudite kind of antiquarianism which is unable 
to discriminate between important and unimportant material. The treatment 
would have been helped, however, if as much attention had been explicitly paid 
to the historical order of appearance of certain ideas as was devoted to purely 
logical classification. Moreover, there seemed to me to be some want, at times, 
of sufficient appreciation of the “grand ideas” in terms of which details may 
properly be assessed. One senses occasionally that he is reading a kind of 
classified inventory of doctrinal details (whose presentation is marred here 
and there by an irritating phraseology and an excessive use of compound 
words). Halévy’s book, Windelband’s History of Philosophy, Myrdal’s study 
of the politics of the classical system, and Karl Marx’s little known but great 
Theorien iiber den Mehrwert provide examples for comparison. This is not to 
deprecate the value of highly specific monographic studies, but only to con- 
tend that they can be strengthened if reinforced with a relevant setting, which 
an awareness of idea-systems will provide. The present work goes some dis- 
tance in achieving this, but it might have gone further. 

Grorce H. HILDEBRAND, Jr. 
University of Texas 
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companies, Vol. ITI-B. Fraternal benefit societies. Legislative doc. (1941) no. 35. 
Albany: State of New York. 1941. Pp. 85a, 576; 382b.) 


Railroads: hearing, 77th Cong., 2nd sess., on H. R. 7121, to amend an act entitled “An 
act to establish a uniform system of bankruptcy throughout the United States,” ap- 
proved July 1, 1898, and acts amendatory thereof and supplementary thereto, Aug. 12 


= € 1942. Interstate Commerce Committee, Senate. (Washington: Supt. Docs. 1942. 
P. 126. 15¢.) 
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Public Control of Business; Public Administration; National 
Defense and War 
ANDERSON, W. The units of government in the United States; an enumeration and analysi: 
Rev. ed. P. A. S. pub. no. 83. (Chicago: Public Admin. Service. Pp. 53. $1.) 
Batpwin, C. D. Economic planning—its aims and implications. Mlinois stud. in soc. x 
(Urbana: Univ. of Illinois Press. 1942. Pp. 188. $2.50; paper, $2.) 


Baro, E. W. The Port of New York Authority. Stud. in hist., econ., and pub. law, no. 46 
(New York: Columbia Univ. Press. 1942. Pp. 362. $3.50.) 


Cuase, S. Goals for America; a budget of our needs and resources. When war ends, no, 2 
(New York: Twentieth Century Fund. 1942. Pp. 142. $1.) 

GEMMILL, P. F. and Biopcett, R. H. The American economy in wartime. (New York 
Harper. 1942. Pp. 72. 50c.) 

GrirFitH, E. S. The modern government in action. (New York: Columbia Univ. Pres 
Pp. 97. $1.) 

Hazuitt, H. A new constitution now. (New York: McGraw-Hill. 1942. Pp. 310. $2.50 

Hervey, G. W. and Hapsett, R. S. Inspection and control of weights and measures in 


the United States. Consumers’ counsel ser., no. 7. (Washington: Supt. Docs. 1942 
Pp. vii, 86. 25c.) 


JounseEn, J. E., compiler. Permanent price control policy. Reference shelf, vol. 15, no. 9 
(New York: H. W. Wilson. Pp. 113. $1.25.) 
Articles on various aspects of price control. 


Lazo, H. Subsidies as a solution for the squeeze, with special reference to the food industry 
(Washington: Author, 1920 47th St., N.W. 1942. Pp. 67 50c.) 


Purpy, H. L. and others. Corporate concentration and public policy. Prentice-Hall econ. 
ser. (New York: Prentice-Hall. Pp. 663. $4.25.) 


ScoviLLe, J. and Sarcent, N. Fact and fancy in the TNEC monographs. (New York 
Nat. Assoc. of Manufacturers. 1942. Pp. xvi, 821.) 


Wa ter, D. O. American government at war. (Chicago: Richard D. Irwin. 1942. Pp. 235. 
$1.25.) 


Antitrust laws: hearing, 77th Cong., 2nd sess., on S. 2431, to suspend the operation of 
the antitrust laws and Federal Trade Commission act in certain instances requisite to the 
prosecution of the war, May 28, 1942. Judiciary Committee, Senate. (Washington: Supt 
Docs., 1942. Pp. 58. 10c.) 


Office of Price Administration: first quarterly report for the period ended Apr. 30, 1942. 
(Washington: Supt. Docs. 1942. Pp. 239. 30c.) 


Patents and invention; questions and answers on the relation of the patent system to the 
war and to industrial progress. (New York: Nat. Assoc. of Manufacturers. 1942. Pp. 20 


Syllabus for two courses of study on the political economy of total war, including ° 
essay on geopolitics. (Washington: School of Foreign Service, Georgetown Univ. 1% 
Pp. 128.) 


U. S. Supreme Court, business law decisions, 1941-1942. (Chicago: Commerce Clearing 
House. 1942. Pp. 273. $1.) 

Industrial Organization; Price and Production Policies; Business Methods 

Anorus, H. A. Better business education. (New York: Gregg Pub. Co. 1942. Pp. 395. 82 

Bichowsky, F. R. Industrial research. (Brooklyn: Chemical Pub. Co. Pp. 132. $2.59 
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povan, E. A Handbook of war production. Foreword by Erwin HASKELL SCHELL. 
New York: McGraw-Hill. 1942. Pp. xiii, 368. $3.) 
D. Drug products: labeling, packaging, regulation. (New York: Revere Pub. 
Co. 1942. Pp. 462. $7.50.) 
Moore, H. Psychology for business and industry. 2nd ed. McGraw-Hill pub. in psych. 
New York: McGraw-Hill. 1942. Pp. 540. $4.) 
porter, S. F. The nazi chemical trust in the United States. Nat. pol. pap., no. 5. (Wash- 
nston: Nat. Policy Committee. 1942. Pp. 63. 10c.) 
<n, G. Patents for Hitler. (New York: Vanguard. 1942. Pp. 320. $2.50.) 
{ M. handbook on war production. (New York: Nat. Assoc. of Manufacturers. 1942. 


Herrick, A 


and industry. (Washington: War Production Board, Div. of Information. 1942. 


Marketing; Domestic Trade 
>. and CrarKk, C. P. Principles of marketing. 3rd ed. (New York: Macmillan. 


LARK, F. 
1942, Pp. xx, 828. $4.50.) 


I 
(New York: McGraw-Hill. Pp. 274. $1.75.) 


.. B. Coéperative wholesaling in grocery distribution; a case study of White 
ers, Inc. (Columbus: Ohio State Univ., Bur. of Bus. Research. 1942. Pp. 130. 


Scort, J. D. Advertising programs for products with selected distribution. Bus. research 


tud., no. 26. (Boston: Harvard Univ., Grad. School of Bus. Admin. 1942. Pp. 117. $1.50.) 


Mining; Manufacturing; Construction 
Batt, J. M., editor. Vanderbilt rubber handbook, The. 8th ed. (New York: Vanderbilt. 


1942. Pp. 464. $5.) 

Forses, G. Flush production; the epic of oil in the Gulf-Southwest. (Norman: Univ. of 
Oklahoma Press. Pp. 264. $2.75.) 

Hesset, Mrs. M. S. H. and others. Strategic materials in hemisphere defense. Section 
n petroleum by Harotp J. Wasson. (New York: Hastings House. 1942. Pp. 253. $2.50.) 


Osborne, B. A., compiler. Synthetic rubber. (Tulsa: Tulsa Public Lib. 1942. Pp. 17. 10c.) 


Pane, P. Oil property valuation. (New York: Wiley. Pp. 212. $2.75.) 
A textbook on the principal factors in the valuation of a producing oil property. 
stewart, J. R. and others. The national paint dictionary. 2nd ed. (Washington: Stewart 
Research Laboratory. Pp. 224. $7.50.) 
A revised and enlarged edition. 

Mineral resources: hearings, 77th Cong., 2nd sess., on S. Res. 53, providing for an investiga- 
tion with respect to the development of the mineral resources of the public lands of 
the United States and laws relating thereto. Pt. 2. Oil, July 17, 1942. Public Lands and 
curveys Committee. (Washington: Supt. Docs. 1942. Pp. 52. 10c.) 


Petroleum investigation (gasoline and rubber): hearings, 77th Cong., 2nd sess., pursuant 
'o H. Res. 290 (76th Cong.) and H. Res. 15, H. Res. 118, and H. Res. 383 (77th Cong.), 
relating to petroleum investigation in connection with national defense including petro- 
‘eum pipe-line transportation to the Atlantic seaboard and in the Southeastern States, 
Feb,, Mar. and May, 1942. Interstate and Foreign Commerce Committee, House. 
Washington : Supt. Does. 1942. Pp. 354. 35c.) 


HOGADONE techniques. McGraw-Hill pub. in 


214 THE AMERICAN ECONOMIC REVIEW [MARCH 
Rubber situation; message from President of the United States, transmitting digest ong 
report of the Special Committee to Study the Rubber Situation and to recommend 
action. 77th Cong., 2nd sess., H. doc. 836. (Washington: Supt. Docs. 1942. Pp. 46. 10c,) 


Transportation; Communication; Public Utilities 


AEBISCHER, W. E. and Wetter, W. W. The motor truck transportation course. Book | 
Fundamentals of motor truck transportation. (New York: Traffic Pub. Co, 1942. Pp, 
109.) 


Baum, R. D. The Federal Power Commission and state utility regulation. (Washington: 
Am. Council on Public Affairs. 1942. Pp. xi, 301. $3.75; paper, $3.) 


Bruno, H. Wings over America; the inside story of American aviation. Introduction by 
Major ALEXANDER P. pe Seversky. (New York: McBride. 1942. Pp. 333. $3.) 


Diiman, G. C. and others. Transportation in the public interest. (Washington: Nat. 
Highway Users Conference. 1942. Pp. 38.) 


Tompxins, D. C. Local transportation. War bibls., no. 3. (Berkeley: Bur. of Public. 
Admin., Univ. of California. 1942. Pp. 30, mimeographed. 35c.) 


Alaska highway: hearings, 77th Cong., 2nd sess., on H. R. 3095, authorizing the con- 
struction of a highway to Alaska, Feb., 1942. Roads Committee, House. (Washington: 
Supt. Docs. 1942. Pp. 131. 15c.) 


Chickamauga project: TVA technical repts., no. 6. (Knoxville: Tennessee Valley Authority. 
1942. Pp. 451. $1.) 


Consolidations and mergers of telegraph operations: hearings before a subcommittee oj 
the Committee on Interstate and Foreign Commerce, House of Representatives, 77th 
Cong., 2nd sess., pursuant to S. 2598, an act to amend the Communications act of 1934, 
as amended to permit consolidations and mergers of domestic telegraph carriers, and for 
other purposes, July, 1942. Committee on Interstate and Foreign Commerce. (Wash- 
ington: Supt. Docs. 1942. Pp. 191.) 


Merchant marine: hearings, 77th Cong., 2nd sess., on H. R. 7424, to amend and clarify 
certain provisions of law relating to functions of the War Shipping Administration, 
and for other purposes. Merchant Marine and Fisheries Committee, House. (Washington: 
Supt. Docs. 1942. Pp. 34. 10c.) 


Railroad freight cars: hearings, 77th Cong., 2nd sess., on S. J. Res. 147, providing for the 
more effective prosecution of the war bv expediting the loading and unloading of railroad 
freight cars. Pt. 1. June and July, 1942, Interstate Commerce Committee, Senate. (Wash- 
ington: Supt. Docs. 1942, Pp. 138. 15¢c.) 


Telegraph operations: hearings, 77th Cong., 2nd sess., on S. 2445, to amend the Communi- 
cations act of 1934, as amended, to permit consolidations and mergers of telegraph 
operations, and for other purposes, Apr. and May, 1942, Interstate Commerce Com- 
mittee, Senate. (Washington: Supt. Docs. 1942. Pp. 264. 25c.) 


: hearings, 77th Cong., 2nd sess., pursuant to S. 2598, act to amend the Communi- 
cations act of 1934, as amended, to permit consolidations and mergers of domestic 
telegraph carriers, and for other purposes, July, 1942. Interstate and Foreign Commerce 
Committee, House. (Washington: Supt. Docs. 1942. Pp. 191. 20c.) 


Transport aircraft production: letter from Chairman of Civil Aeronautics Board transmi'- 
ting, in response to S. Res. 228, report on transport aircraft production since 1958 
and plans for future development of air-transport industry. 77th Cong., 2nd sess., S. doc 
206. (Washington: Supt. Docs. 1942. Pp. 56. 30c.) 


Agriculture; Forestry; Fisheries 


Appresy, P. H. and others. Farm parity. Round table broadcast, no. 236. (Chicago: 
Univ. of Chicago. 1942. Pp. 25. 10c.) 
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Cocuet, W. A. and others. War comes to the farm. Round table broadcast, no. 228. 
Chicago: Univ. of Chicago. 1942, Pp. 26. 10c.) 


pavts, H. S. Wool and the war. Research rept., no. 6. (Philadelphia: Industrial Research 
Dept., Wharton School of Finance and Commerce, Univ. of Pennsylvania. 1942. Pp. xi, 
107. 50c.) 

paws, J. S. World wheat survey and outlook, September, 1942. Wheat stud. of the 
Food Research Inst., Vol. XIX, no. 1. (Palo Alto: Food Research Inst., Stanford Univ. 
1942. Pp. 24. $1.) 

Eaton, J. W. and Katz, S. M. Research guide on codperative group farming; a research 
bibliography on rural codperative production and codperative communities. (New York: 
H. W. Wilson. Pp. 86. $1.) 

fowizr, B. B. Food, a weapon for victory. (Boston: Little Brown. Pp. 185. $1.50.) 


Hunt, R. L. Farm management in the South. (Danville, Ill.: The Interstate. 1942. Pp. 566. 
$2.20.) 

Jensen, E. and others. Input-output relationships in milk production. U. S. Dept. of 
Agric. tech. bull. no. 815. (Washington: Supt. Docs. 1942. Pp. 88. 15c.) 


McNem, J. M. and Forsom, J. C., compilers. Agricultural labor in the United States, 1938- 
June 1941; a selected list of references. U. S. Dept. of Agric.; agric. econ. bibl., no, 95. 


Prrerson, E. T. Forward to the land. (Norman: Univ. of Oklahoma Press. 1942.) Pp. 283. 


$2.75.) 
Russet, E. S. The overfishing problem. (New York: Macmillan. 1942. Pp. 138. $2.) 


Tomas, P. J. and Sastry, N. S. Indian agricultural statistics, an introductory study, Univ. 
econ. ser. no. 3. (Madras: Univ. of Madras. 1939. Pp. 144. Rs. 3.) 


Tzompson, J. W. A history of livestock raising in the United States, 1607-1860. Agric. 
hist. ser. no. 5. (Washington: U. S. Dept. of Agric. 1942. Pp. viii, 182.) 


Warinc, P. A. Teamwork to save soil and increase production. U. S. Dept. of Agric. misc. 
pub. no. 486. (Washington: Supt. Docs. 1942. Pp. 64.) 


Wencetsiat, F. G. and others. La produccién y el comercio de trigo en el ano agricola- 
comercial 1941. Comision Nacional de Granos y Elevadores, pub. no. 51. (Buenos Aires: 
Imp. A. Baiocco y Cia. 1942. Pp. 168.) 


ZomerMAN, F. L. and Reap, P. R., compilers. List of available publications of the United 
States Department of Agriculture, arranged by subjects. Rev. ed. U. S. Dept. of Agric. 
misc. pub. no. 60. (Washington: Supt. Docs. 1942. Pp. 228.) 


Farm Credit Administration: ninth annual report, 1941. (Washington: Supt. Docs. 1942. 
Pp. 273. $.30.) 


Form crops: hearings, 77th Cong., 2nd sess., on S. Res. 224, for an investigation relative 
to the production of industrial alcohol, synthetic alcohol, and synthetic rubber from 
jarm crops. Pt. 1. Mar. Apr., and May, 1942. Agriculture and Forestry Committee, 
senate. (Washington: Supt. Docs. 1942. Pp. 452. 55c.) 


Keeping livestock healthy: yearbook of agriculture, 1942. U. S. Dept. of Agric. (Wash- 
ington: Supt. Docs. 1942. Pp. 1276. $1.75.) 


Lumber, Compiled by workers of the Writers’ Program of the Work Projects Adminis- 
tration in the Commonwealth of Pennsylvania. Elementary sci. books. (Chicago: A. 
Whitman. Pp. 48. 50c.) 


Sixteenth Census of United States, 1940: agriculture, livestock and livestock products, 
horses and mules, cattle and calves, dairy products, hogs and pigs, sheep and lambs, and 
wool produced, goats and kids and mohair produced, animals butchered, purchases and 


Washington: Supt. Docs. 1942. Pp. 274, mimeographed.) : 
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sales, poultry and poultry products, bees and honey, and fur animals and pelts. Bureay 
of the Census. (Washington: Supt. Docs. 1942. Pp. 126. 30c.) 
Chapter 6, vol. 3—General report on agriculture. 


Economic Geography; Regional Planning; Urban Land; Housing 


Brancu, M. C., Jr. Urban planning and public opinion; national survey, research inves. 
gation. Research ser., no. 1. (Princeton: Bur. of Urban Research, Princeton Uniy. (104) 
Pp. 87. $1.) 


Bunce, A. C. The economics of soil conservation. (Ames: lowa State College Press. 1942 
Pp. xv, 227. $3.) 


Conpra, G. E. Geography, agriculture, industries of Nebraska. (Lincoln: Univ. Pub. Co 
1942. Pp. 352. $1.28; workbook, 44c.) 


Greer, G., editor. The problem of the cities and towns. Report of the conference on 
urbanism, Harvard Univ., March 5-6, 1942. (Cambridge: Harvard Univ. 1942. Pp. 116 
$1.) 

HitiHovse, A. M. and Cuatters, C. H. Tax-reverted properties in urban areas. (Chicago: 
Public Admin. Service. 1942. Pp. viii, 183. $2.50.) 


HorraBin, J. F. An outline of political geography. (New York: Knopf. Pp. 171. $1.50 
A rewritten version of the author’s An Outline of Economic Geography. 


Lreser, R. America’s natural wealth; a story of the use and abuse of our resources. (New 
York: Harper. Pp. 259. $2.50.) 


Roserts, R. W., editor. Arkansas’ natural resources. (Fayetteville: Univ. of Arkansas 
Book Store. 1942. Pp. 461. $1; paper, 80c.) 


Sert, J. L. Can our cities survive? An A B C of urban problems, their analysis, their solu- 
tions, based on the proposals formulated by the C. I. A. M. (Cambridge: Harvard. Pp 
270. $5.) 


TERESHTENKO, V. J. and others. Bibliographical review of literature on coéperative housing. 
(New York: Federal Works Agency, W. P. A. Published by Edward A. Filene Good 
Will Fund, Inc., Boston. 1942. Pp. xiii, 267. 50c.) 


Appraisal technique for urban problem areas as a basis for housing policy of local govern 
ments, illustrative results from three test surveys. Public Health Service, Reprint 2359 
from Public Health Repts. (Washington: Supt. Docs. 1942. Pp. 28. 10c.) 


Area analysis, method of public works planning. Nat. Resources Planning Board, tech 
pap. no. 6. (Washington: Supt. Docs. 1942. Pp. 31. 15c.). 


City-wide studies. Vols. I, 11, III. (New York: Regional Plan Assoc., 1942. Pp. various 
$1.50.) 


Columbia Basin Project act: hearings, 77th Cong., 2nd sess., on H. R. 6522, bill to amend 
act entitled “An act to prevent speculation in lands in the Columbia Basin prospectively 
irrigable by reason of the construction of the Grand Coulee Dam project and to aid 
actual settlers in securing such lands at the fair appraised value thereof as arid land, and 
for other purposes,” of May 27, 1937 (50 Stat. 208), and for other purposes, Mar 
and Apr., 1942. Irrigation and Reclamation Committee, House. (Washington: Supt 
Docs. 1942. Pp. 227. 25c.) 


Federal Housing Administration: eighth annual report for the year ending Dec. 31, 194! 
(Washington: Supt. Docs. 1942. Pp. 56. 10c.) 


Relation of tax delinquency in slum areas to the housing problem; a study of the fimancia! 
aspects of blight in a lower east side area of New York City. (New York: Citizens 
Housing Council of New York. 1942. Pp. 35, mimeographed. 50c.) 
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Rile of the housebuilding industry, building America. (Washington: Supt. Docs. 1942. Pp. 


29, 10c.) 
Tor delinquency and rural land-use adjustment. (Washington: Supt. Docs. 1942. Pp. 190. 


50c.) 
roan planning and public opinion; a pilot study. Pub. serv., no. 2. (Princeton: Bur. of 
Research, Princeton Univ. 1942. Pp. 36. 50c.) 


Wor housing: hearings, 77th Cong., 2nd sess., on H. R. 7312, to increase by $600,00000 
the amount authorized to be appropriated for defense housing under the act of Oct. 14, 
1940, as amended, June, 1942, Public Buildings and Grounds Committee, House. (Wash- 
ington: Supt. Docs. 1942. Pp. 335. 35c.) 


Labor and Industrial Relations 


BiancHarD, J. and Terriwxy, D. Strikes in the Pacific Northwest, 1927-1940; a statistical 
gnalysis. (Portland, Ore.: Northwest Regional Council. 1942. Pp. 32. 50c.) 

Carey, J. and others. Wage policy in wartime. Round table broadcast no. 234. (Chicago: 
Univ. of Chicago. 1942. Pp. 27. 10c.) 

‘nang, G. W. Motion and time study. Rochester tech. ser. (New York: Harper. 1942. 
Pp. 88. $1.40.) 

Davw, P. T. Barriers to youth employment. Am. Youth Commission pub. (Washington: 
Am. Council on Educ. Pp. 120. $1.75.) 


Esy, H. O. The Labor Relations act in the courts. (New York and London: Harper. 1943. 
Pp. xvii, 250. $3.50.) 
\ 5-year survey and analysis of legal decisions affecting the rights and responsibilities 
f employers and employees. 


Fabricant, S. Productivity of labor in peace and war. Occasional pap. 7. (New York: Nat. 
Bur. of Econ. Research. 1942. Pp. 28.) 


FetoMAN, H., editor. Labor relations and the war. Annals, vol. 224. (Philadelphia: Am. 
Acad. of Pol. and Soc. Sci. 1942. Pp. 251. $2.50; paper, $2.) 


Froman, L. A. Industrial supervision. Univ. bus.-econ. ser. (Chicago: Foundation Press. 
1942. Pp. 352. $2.50.) 

GaLarzA, E. Labor in Latin America. (Washington: Am. Council on Public Affairs. [1942.] 
Pp. 16.) 

Kune, H. D. and Dannor, R. H. Changes in distribution of manufacturing wage earners, 

1899-1939. U. S. Dept. of Agric. and U. S. Dept. of Commerce, coop. study. (Washing- 

ton: Supt. Docs. 1942. Pp. 275. 30c.) 


7yNSKI, J. A short history of labour conditions under industrial capitalism. Vol. I. 

Great Britain and the Empire, 1750 to the present day. (London: Frederick Muller, Ltd. 

1942, Pp. 272. 12s. 6d.) 

Lanois, J. M. and Manorr, M. Cases on labor laws. 2nd ed. Univ. casebook ser. (Chicago: 

Foundation Press. 1942. Pp. 1135. $7.50.) 

Lapp, J A. Labor arbitration; principles and procedures. (Deep River, Conn.: Nat. Fore- 

men’s Inst. Pp. 246. $3.50.) 

Linvsey, A. The Pullman strike; the story of a unique experiment and of a great labor 

(Chicago: Univ. of Chicago Press. 1942. Pp. 396. $3.75.) 

~O2VSKY, A., pseud. (S. ABRAMovICH Dripzo.) Marx and the trade unions. (New York: 
‘nternat. Pub. 1942. Pp. 188. $1.75.) 

VLENIN, A. and Corcoran, T. F. Hours and earnings in the United States, 1932-40, with 


supplement for 1941. Bur. of Labor Stat., bull. no. 697. (Washington: Supt. Docs. 1942. 
Pp. v, 207. 25c.) 
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Prerson, F. C. Collective bargaining systems; a study of union-employer responsibilities 
and problems. Studies in labor. (Washington: Am. Council on Public Affairs. 1942. Pp, 


237. $3.25; paper, $2.50.) 


Rector, H. B. How to build independent unions under New Deal Legislation. (Cincinnyii: 
Law Research Service. 1942. Pp. 138. $4.50.) 


SCHWARZTRAUBER, E, E. Workers’ education: a Wisconsin experiment. (Madison: Univ. 
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of Wisconsin Press. 1942. Pp. xii, 182. $1.) covey, E. 
Trntey, J. M. The native labor problem of South Africa. (Chapel Hill: Univ. of North (Chicago 
Carolina Press. Pp. 303. $3.) Employmen 
Collective bargaining in the chemical industry, May 1942. Bur. of Labor Stat. bull. 716. Compens 
(Washington: Supt. Docs. 1942. Pp. 22. 5c.) Pp. 81.) 
Dominant causes of unemployment, duration of unemployment, and relief status of unem- Public welf 
ploye. registrants in the United States Employment Service in St. Paul. Prepared by p. il. « 
Research Staff of Study III. (Minneapolis: Employment Stabilization Research Inst, Social secu 
Univ. of Minnesota. 1942. Pp. 8.) wegen 
Economic factors bearing on minimum wages in the printing and publishing and cllied (London 
graphic arts industry. (Washington: U. S. Dept. of Labor, Wage and Hour Div., Eco- 
nomic Branch. 1942. Pp. 151, mimeographed.) 
Labor in wartime. Law and contemp. prob., vol. 9, no. 3. (Durham, N.C.: Law and Con- Bucer, H 
temporary Problems. Pp. 208. $1.) or 4. ( 
Problems and policies in industrial relations in a war economy. Selected references. 5th cus, N 
supplement, bibl. ser. no. 69. (Princeton: Industrial Relations Section, Dept. of Econ. ~—ahanatt 
and Soc. Inst., Princeton Univ. 1942. Pp. 38.) 
Report of the forty-first annual conference of the Labour Party, London, 1942. (Londor: goose: 
The Labour Party. 1942. Pp. 183. 1s. 6d.) ° 
MEHTA, 
The St. Paul labor market, October 1941-June 1942. Part 1. Summary. Prepared by Re. wm 
search Staff of Study II. (Minneapolis: Employment Stabilization Research Inst., Univ , 
of Minnesota. 1942. Pp. 35.) —— 
numoet 
Union wages, hours, and working conditions in the building trades, June 1, 1941. Pre- 1042. I 
pared by Industrial Relations Div., Bur. of Labor Stat., bull. no. 680. (Washington: Supt. 
Docs. 1942. Pp. iv, 102. 15c.) Rep, M. 
Wages and hours of labour in Canada, 1929, 1940 and 1941, Report no. 25, issued as 4 WIETING 
supplement to The Labour Gazette. (Ottawa: Dept. of Labour. 1942. Pp. 173.) ie i 
Wages and hours of union motortruck drivers and helpers, June 1, 1941. Bur. of Labor ww Inc 
Stat., bull. 705. (Washington: Supt. Docs. 1942. Pp. 61. 10c.) Econ. 
Wage-structure of the motor-vehicle industry. Bur. of Labor Stat., bull. 706. (Washington: Statistics 
Supt. Docs. 1942. Pp. 49. 10c.) poste 
Wartime transference of labour in Great Britain. Studies and reports, ser. C. Employment compe 
and unemployment, no. 24. (Montreal: Internat. Labour Office. 1942. Pp. vi, 163. $1; 45.) 201. 4 
Social Insurance; Relief; Pensions; Public Welfare yee 
BEVERIDGE, W. Social insurance and allied services. (New York: Macmillan. 1942. Pp. 29. See 
$1.) 
CrarK, D. and others. Health in wartime. Round table broadcast no. 233. (Chicago: Univ. 
of Chicago. 1942. Pp. 25. 10c.) \ 
ASHLEY 
Hatt, M. F. Public health statistics. P. B. Hoeber pub. (New York: Harper. 1942. Pp. 40. pas 


$5.50.) 


Hatuway, M. and others. Education for the public social services, (Chapel Hill: Univ. of 
North Carolina Press. 1942. Pp. 324. $3.) 


DAHLB 
Swec 
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vonanp, K. and Hut, F. E. Youth in the CCC. Prepared for the American Youth Com- 
" mission. (Washington: Am. Council on Educ. Pp. 278. $2.25.) 

\scxey, W. J. Unemployment compensation in Ohio. (Columbus: Atlas Pub. Co. 1942. 
Pp. 564. $6.50.) 

soxer, J. E. and Fretp, O. P. Public health services in an Indiana defense community. 
Bloomington, Ind.: Bur. of Gov. Research, Indiana Univ. 1942. Pp. 83.) 

syytey, E. M. The Kentucky Poor Law, 1792-1936. Univ. of Chicago soc. service monog. 
Chicago: Univ. of Chicago Press. 1942, Pp. ix, 160. $1.50.) 

Employment security in Ohio, 1941. A report of activities of the Bur. of Unemployment 
Compensation. (Columbus: State of Ohio, Bur. of Unemployment Compensation. 1942. 
Pp. 81.) 

Public welfare and war services, a bibliography. (Chicago: Am. Public Welfare Assoc. 1942. 
Pp. 11. 20c.) 

Social security. Evidence submitted to the Interdepartmental Committee on Social Insur- 
ance and Allied Services by the Social Security Sub-Committee of the Fabian Society. 
London: Fabian Society. 1942. Pp. 28. 1/-.) 


Consumption; Income Distribution; Codpezation 


Barcer, H. Cutlay and income in the United States, 1921-1938. Stud. in income and wealth, 
vol. 4. (New York: Nat. Bur. of Econ. Research. 1942, Pp. xxvii, 391. $2.50.) 

Gus, N. S. B. Harvard Co-operative Society, past and present, 1882-1942. (Cambridge: 
Harvard. 1942. Pp. 204. $1.50.) 

Havsrata, A. H., Jr. and Harms, J. H. Let’s investigate! an experimental approach to 
consumer science. (New York: Macmillan. Pp. 158. 80c.) 

Menta, V. L. A plea for planning in codperation. R. R. Kale memorial lec., 1942. (Bom- 
bay: Gokhale Inst. of Pol. and Econ. 1942. Pp. 26. Rs. 12.) 

Mowroz, D. and others. Family spending and saving as related to age of wife and age and 
number of children. U. S. Dept. of Agric. misc. pub. no. 489. (Washington: Supt. Docs. 
1942, Pp. 126.) 

Rew, M. G. Consumers and the market. 3rd ed. (New York: Crofts. 1942. Pp. 634. $3.85.) 

Wtine, C. M. How to teach consumers’ codperation. (New York: Harper. Pp. 221. $2.) 

Income size distributions in the United States: Part I. By the ConrerENCE ON RESEARCH 
Iv Income and Wears. Stud. in income and wealth, vol. 5. (New York: Nat. Bur. of 
Econ. Research. 1943. Pp, xxvi, 131. $1.) 


poration income and (declared value) excess-profits tax returns and personal holding 
company returns. Internal Revenue Bureau. (Washington: Supt. Docs. 1942. Pp. 372; 
291. 40c; 30c.) 

Statistics of income for 1940. Pt. 2. Preliminary report of corporation income, declared 
value, excess-profits, and defense tax returns filed through Dec. 31, 1941. Internal Revenue 
Bureau. (Washington: Supt. Docs. 1942. Pp. 15. 10c.) 


Population; Migration; Vital Statistics 
ASELEY-Montacu, M. F. Man’s most dangerous myth; the fallacy of race. Foreword by 
Atoous Huxey. (New York: Columbia Univ. Press. Pp. 227. $2.25.) 


Dampers, G. Race, reason and rubbish; a primer of race biology. Translated from the 
Swedish by Lancetor HocBEN. (New York: Columbia Univ. Press. 1942. Pp. 240. $2.25.) 


tatistics of income for 1939, Pt. 1. Compiled from individual income tax returns, fiduciary 
income tax returns, estate tax returns, and gift tax returns. Pt. 2. Compiled from cor- 
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Larwier, H. W., editor. The réle of the races in our future civilization. Symposium, 1,1) 
pamph. ser. (New York: League for Industrial Democracy. Pp. 112. 50c.) 


Sovani, N. V. The population problem in India; a regional approach. Gokhale ing of 
pol. and econ., pub. no. 8. (Poona, India: Gokhale Inst. of Pol. and Econ., 1942, Pb. xiv 
221. Rs. 4, or 8s.) , 


THompson, W. S. Population problems. 3rd ed. McGraw-Hill pub. in soc. (New York: 
McGraw-Hill. 1942. Pp. 482. $4.) 


National defense migration: hearings, 77th Cong., 2nd sess., pursuant to H. Res, 113 » 
inquire further into the interstate migration of citizens, emphasizing the present oni 
potential consequences of the migration caused by the national defense program. Pt. 3; 
Washington hearings (with Florida and New Jersey supplement), May 22, and June, 1942 
Select Committee Investigating National Defense Migration, House. (Washington: Sup. 
Docs. 1942. Pp. 640. 70c.) 


Selected bibliography on the Negro. Supplement to 3rd ed. (New York: Nat. Urban 
League. 1942. Pp. 23, mimeographed. 10c.) 


Unclassified Items 


CATTELL, J., editor. Directory of American scholars; a biographical directory. (Lancaster, 
Pa.: Science Press. 1942. Pp. 928. $10.) 


Cups, J. B. Goverument document bibliography in the United States and elsewhere. 3x1 
ed. (Washington: Supt. Docs. 1942. Pp. xviii, 78. 20c.} 


Dorpaten, A. The world of General Haushofer; geopolitics in action. Introduction by 
Cor. HERMAN BEUKEMA, U.S.A. (New York: Farrar and Rinehart. 1942. Pp. xxi, 337 
College ed., $2.75; trade ed., $3.50.) 


Downs, R. B. Resources of New York City libraries. (Chicago: Am. Lib. Assoc. Pp. 455 
$4.50.) 


Drewry, E. B. Historical units of agencies of the First World War. Bull. of the National 
Archives, no. 4. (Washington: Div. of Information and Publications, National Archives. 
1942. Pp. 31.) 


HEINDEL, R. H. The integration of federal and non-federal research as a war problem 
Tech. pap. no. 9. (Washington: Nat. Resources Planning Board. 1942. Pp. iv, 122.) 


Tuomas, P. J. The economic results of prohibition in the Salem district. Bull. of dept 
of econ., no. 2. (Madras: Univ. of Madras. 1939. Pp. 41. Re. 1.) 
Covers twelve months October, 1937, to September, 1938. 
Weicert, H. W. Generals and geographers; the twilight of geopolitics. (New York: Or- 
ford. 1942. Pp. 283. $3.) 


An analytical study of the nature and significance of German geopolitics and of its 
founder, Karl Haushofer. 
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Pp. 27. 
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Munp, V 

1942. } 
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Pp. 21 
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1942, ] 
Romero, 

Ntra. 
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PERIODICALS 


Economic Theory; General Works 


Brrcson, A. Prices, wages, and income theory. Econometrica, July-Oct., 1942. Pp. 15. 

Bernard, L. L. The significance of Comte. Social Forces, Oct., 1942. Pn. 7. 

__—. La sociologia sistematica de Mariano H. Cornejo. Rev. Mexicana de Soc., Second 
Quarter, 1942. Pp. 28. 

Rogapitta, F. Leon Walras y la partida doble. Rev. de Econ. y Estat., First and Second 
Quarters, 1942. Pp. 23. 

inc, K. E. The theory of the firm in the last ten years. Am. Econ. Rev., Dec., 1942. 

Cierc, J.-O. Walras and Pareto: their approach to applied economics and social eco- 
nomics, Canadian Jour. Econ. and Pol. Sci., Nov., 1942. Pp. 11. 

Coz, A. H., Knicut, F. H., Crarx, J. M. and Evans, G. H., Jr. Symposium on profits 
ind the entrepreneur, a series of four papers: Entrepreneurship as an area of research; 
Profit and entrepreneurial functions; Relations of history and theory; A theory of 
entrepreneurship. Jour. Econ. Hist., Dec., 1942. Pp. 9, 7, 11, 4. 

DeVinney, L. C. and Jounson, E. S. General introductory courses in the social sciences. 
Am. Sociological Rev., Oct., 1942. Pp. 5. 

Frenp, I. Ezekiel’s analysis of saving, consumption and investment. Am. Econ. Rev., 
Dec., 1942. Pp. 7. 

Furcner, G. S. Saving of individuals in relation to income. Am. Econ. Rev., Dec., 1942. 
Pp. 6 

Hetteiner, K. F. An essay on the rise of historical pessimism in the nineteenth century. 
Canadian Jour. Econ. and Pol. Sci., Nov., 1942. Pp. 23. 

lvencar, S. K. The investment multiplier. Indian Jour. Econ., July, 1942. Pp. S. 

Lance, O. The foundations of welfare economics. Econometrica, July-Oct., 1942. Pp. 14. 

——. Theoretical derivation of elasticities of demand and supply: the direct method. 
Econometrica, July-Oct., 1942. Pp. 22. 

Loc, C. D. The concept of unemployment. Quart. Jour. Econ., Nov., 1942. Pp. 30. 

L os A. A reconsideration of the law of supply and demand. Soc. Research, Nov., 1942. 
D. 27. 

Marcet, A. W Monetary theory at the textbook level. Am. Econ. Rev., Dec., 1942. Pp. 16. 

Merna, J. K. Rent in economic theory. Indian Jour. Econ., July, 1942. Pp. 9. 

Mt ND, ; A. Monopolistic competition theory and public price policy. Am. Econ. Rev., Dec., 
942. Pp. 17. 

Nickot, A. J. Production and the probabilities of cost. Quart. Jour. Econ., Nov., 1942. 
Fp. 21. 

Pans +" K. H. John R. Commons’ point of view. Jour. Land and Pub. Util. Econ., Aug., 
1942, Pp. 22. 

Romero, C. J. El concepto de propriedad segtin Santo Toméds. Rev. del Colegio Mayor de 
Ntra. Sra. del Rosario, July, 1942. Pp. 14. 

Scaarmro, J. S. Alexis de Tocqueville, pioneer of democratic liberalism in France. Pol. 
scl. Quart., Dec., 1942. Pp. 19. 
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Scuwerrzer, A. The foundation of pure economics. Univ. of Wyoming Pub., Aug, 3 
1942. Pp. 20. h 


Sitva, J. G. La tierra y la renta de la tierra. Una doctrina Americana, en un Congress 
Interamericano. Rev. Mexicana de Soc., Second Quarter, 1942. Pp. 16 


Smituies, A. Aspects of the basing-point system. Am. Econ. Rev., Dec., 1942. Pp. 22, 
. The stability of competitive equilibrium. Econometrica, July-Oct., 1942. Pp. 17, 


TrntNER, G. The theory of production under nonstatic conditions. Jour. Pol, Econ, 
Oct., 1942. Pp. 24. 


Rev. Ec 

ZInKE, G. W. Six letters from Malthus to Pierre Prévost. Jour. Econ. Hist., Nov., 1942, aguas, G 

Pp. 16. , 

Baker, G 
1942. Py 

Economic History —_ 
Curistison, M. B. LeRoy S. Buffington and the Minneapolis boom of the 1880's, Mim Bull, A 
Hist., Sept., 1942. Pp. 14. _* 
GamsriL1L, O. M. John Beale Bordley and the early years of the Philadelphia Agriculturd — 
Society. Penn. Mag. of Hist. and Biog., Oct., 1942. Pp. 30. Cownen, 
Gorset, D. B. British-American rivalry in Chilean trade, 1817-1820. Jour. Econ, His, Day, B. | 
Nov., 1942. Pp. 13. groups 
Hamuonpn, S. Location theory and the cotton industry. Jour. Econ. Hist., Dec., 1942, Dooo, E 
Pp. 17. ometric 
Innis, H. A. The newspaper in economic development. Jour. Econ. Hist., Dec., 1942, _ 

Pp. 33. 
DE Roover, R. Money, banking and credit in medieval Bruges. Jour. Econ. Hist., De, GALVANT, 
1942. Pp. 14. Estat... 
Scovitte, W. C. Large-scale production in the French plate-glass industry, 1665-179, poe 
Jour. Pol. Econ., Oct., 1942. Pp. 30. — 
TurupP, S. L. Medieval guilds reconsidered. Jour. Econ. Hist., Nov., 1942. Pp. 10. ord. 
WEsTERMANN, W. L. Industrial slavery in Roman Italy. Jour. Econ. Hist., Nov., 12 Pp. 4. 
35. KENDALL 
Economic Systems; National Economies ; 
Curen, T.-S. War-time government in China. Am. Pol. Sci. Rev., Oct., 1942. Pp. 23. Pp. 23 
Finer, H. Post-war reconstruction in Great Britain. Canadian Jour. Econ. and Pol. Sa, KEsTER, 
Nov., 1942. Pp. 21. KnUvpsE! 
Fryp, D. The challenge to liberty. Sociological Rev., Jan.-April, 1942. Pp. 22. Jour. 
Gasriet, R. H. Democracy: retrospect and prospect. Am. Jour. Soc., Nov., 1942. Pp. 8 LATANE, 
Gruser, E. Perspectivas de la economia de postguerra. Rev. de Ciencias Econ., Sept., 1%? Jour. 
Pp. 20. Loa, A 
Hayek, F. A. v. Scientism and the study of society. Pt. I. Economica, Aug., 1942. Pp. 25. MeTop0! 
Hutt, W. H. The sanctions for privacy under private enterprise. Economics, Aug., 1%. July-t 
Pp. 8. SALTER, 
Jounson, A. A time for world civilization. Yale Rev., Dec., 1942. Pp. 8. Am. § 
Martins, L. D. Reflejos de la cultura economica en la prosperidad Argentina. Rev. - 
Ciencias Econ., Sept., 1942. Pp. 10. Econ. 
Parva, J. DE. O desenvolvimento politico-social do Brasil. Rev. Serv. Pub., May, 1% SERRAO, 
Pp. 7. contis 
Quintana, L. M. M. La economia argentina frente a la guerra. Rev de Ciencias Econ, SHISKI 
May, 1942. Pp. 7. SIECEL, 
Spinks, C. N. The liberal myth in Japan. Pacific Affairs, Dec., 1942. Pp. 7. Pp. 7 
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savaanos, L. S. The Balkan Federation movement; a neglected aspect. Am. Hist. Rev., 
Oct., 1942. Pp. 22. 
Wortime economic and social organisation in Free China. Internat. Lab. Rev., Dec., 1942. 
Pp. 24. 

Statistics; Economic Mathematics; Accounting 


Aas, E. A method for estimating the size distribution of a given aggregate income. 
Rev. Econ. Stat., Nov., 1942. Pp. 6. 

Anas, G. Estadistica y dinamica. Rev. de Ciencias Econ., May, 1942. Pp. 16. 

Baxter, G. A. Correlations between functions of variables. Jour. Am. Stat. Assoc., Dec., 
1942. Pp. 3. 

Bennett, C. W. Internal control—principles, proctical adaptations, cases. N.A.CA. 
Bull., Aug. 1, 1942. Pp. 29. 

Bowizy, A. L. National income in America and the United Kingdom. Economica, Aug., 
1942. Pp. 10. 

Cowen, D. J. Moving seasonal indexes. Jour. Am. Stat. Assoc., Dec., 1942. Pp. 2. 

Day, B. B. and Sanpomare, M. M. Use of the discriminant function for more than two 
groups. Jour. Am. Stat. Asoc., Dec., 1942. Pp. 12. 

Dono, E. L. Certain tests for randomness applied to data grouped into small sets. Econ- 
ometrica, July-Oct., 1942. Pp. 9. 

Dwyer, P. S. Recent developments in correlation technique. Jour. Am. Stat. Assoc., Dec., 
1942. Pp. 20. 

Gatvant, L. Outras observacoes sobre series estatisticas a duas dimensoes. Rev. Brasil de 
Estat., July-Sept., 1941. Pp. 22. 

Hearty, J. P. Some practical problems and recent developments in costing government 
contracts. N.A.C.A. Bull., Nov. 15, 1942. Pp. 18. 

Inwiy, J. O. On the distribution of a weighted estimate of variance and on analysis of 
variance in certain cases of unequal weighting. Jour. Royal Stat. Soc., Part II, 1942. 
Pp. 4. 

Kenpatt, M. G. Note on the estimation of a ranking. Jour. Royal Stat. Soc., Part II, 
1942. Pp. 3. 

——. On the future of statistics (with discussion). Jour. Royal Stat. Soc., Part II, 1942. 
Pp. 23. 

Kester, R. B. Sources of accounting principles. Jour. Accountancy, Dec., 1942. Pp. 5. 

Kyupsen, L. F. A punched card technique to obtain coefficients of orthogonal polynomials. 
Jour. Am. Stat. Assoc., Dec., 1942. Pp. 11. 

Latant, H. A. Seasonal factors determined by difference from average of adjacent months. 
Jour. Am. Stat. Assoc., Dec., 1942. Pp. 6. 

Lota, A. A. Literatura e estatistica. Rev. Brasil. de Estat., July-Sept., 1941. Pp. 10. 

Meropotocia, N. D. Imiciacao estatistica—ideias preliminares. Rev. Brasil. de Estat., 
July-Sept., 1941. Pp. 4. 

Satter, L. A., Jr. A comment on Deming’s classification of problems of inference. Jour. 
Am. Stat. Assoc., Dec., 1942. Pp. 3. 

——. Cross-sectional and case grouping procedures in research analysis. Jour. Farm 
Econ., Nov., 1942, Pp. 14, 

SERRAO, A. A integracao das equacoes diferenciais do ponto de vista da teoria dos grupos 
continuos. Rev. Brasil. de Estat., July-Sept., 1941. Pp. 10. 

SHISKIN, J. A new multiplicative seasonal index. Jour. Am. Stat. Assoc., Dec., 1942. Pp. 10. 

m I. H. The measurement of capacity utilization. Jour. Am. Stat. Assoc., Dec., 1942. 
p. 7. 


ARCH 
& vl, 
« 
Con 
con, 
194? 
ina 
ura 
| 
9 


224 THE AMERICAN ECONOMIC REVIEW [Marc 


Situ, C. A. The cost-output relation for the United States Steel Corporation. Rey. Econ, 


Stat., Nov., 1942. Pp. 11. Soc., Part 
Watts, A. W. Compounding probabilities from independent significance tests, 
metrica, July-Oct., 1942. Pp. 20. [NDERHILL 
Waucu, F. V. Regression between sets of variables. Econometrica, July-Oct., 1942, Pp. 21, Review of 
WituraMs, F. M., Rice, F. R. and Scuett, E. D. Cost of living indexes in wortin, Nov., 194 
Jour. Am. Stat. Assoc., Dec., 1942. Pp. 10. 
Business Cycles and Fluctuations sganco, L 
Gama, L. I. Introducao a teoria dos conjuntos. Rev. Brasil. de Estat., July-Sept., 101; Second 
Pp. 28. BROWN, K 
R. V. and Perio, V. The investment-factor method of forecasting business activity 
Econometrica, July-Oct., 1942. Pp. 6. ; BURGESS, 
Isarp, W. A neglected cycle: the transport-building cycle. Rev. Econ. Stat., Nov. 192 DaUGHERI 
Pp. 10. Durvy, 
. Transport development and building cycles. Quart. Jour. Econ., Nov., 1942. Pp. 23 Second | 
SticuTer, S. H. Postwar boom or collapse. Harvard Bus. Rev., Autumn, 1942. Pp. 38, 0. 
Smitutes. A. The behavior of money national income under inflationary conditions. Quart. wa 
Jour. Econ., Nov., 1942. Pp. 16. oy 
and Koopmans, T. The dynamics of inflation: a comment and a reply. Rev. Econ. sea 
Stat., Nov., 1942. Pp. 2. a 
TINTNER, G. A “simple” theory of business fluctuations. Econometrica, July-Oct., 1942. emis 


Pp. 4. 
MyLAND! 


PLUMME 


Public Finance; Fiscal Policy; Taxation 


Oct., 1 
Biakey, R. G. and Braxey, G. C. Cigarette and other tobacco taxes. Tax Mag., Sept, Rupp, R 
1942. Pp. 13. So, Ex 
BRONFENBRENNER, M. Diminishing returns in federal taxation? Jour. Pol. Econ., Oct, — 
1942. Pp. 20. ay 
BuEHLER, A. G. Compulsory loans in war financing. Harvard Bus. Rev., Autumn, 1%? dn expe 
Hsu, Y. Y. China’s first two years of tax in kind. Far East. Survey, Nov. 16, 1942. Pp. 4 oa 
Ivencar, S. K. A note on the working of the departmentalisation scheme of finances in ie oe 
Hyderabad State, during eighteen years. Indian Jour. Econ., July, 1942. Pp. 22. i 
Kauter, A. On the economics of war finance. Soc. Research, Nov., 1942. Pp. 18. Statisti 
Lent, G. E. Collection of the personal income tax at the source. Jour. Pol. Econ., Oct, 
1942. Pp. 20. 
Lutz, H. L. The réle of the individual income tax in war taxation. Bull. Nat. Tax Assoc _— 
Oct., 1942. Pp. 10. “ 
OLLA! 
Marx, E. A suggestion for the collection of individual income taxes under the revenue hl Riess 
of 1942 without requiring the filing of income tax returns or withholding agent returt ‘de 
Bull. Nat. Tax Assoc., Oct., 1942. Pp. 4. Vice: 
Morcan, L. The impact of war taxation on eighty Canadian corporations. Canadian Jout j ‘a : 
Econ. and Pol. Sci., Nov., 1942. Pp. 18. , 
Puurs, J. A. Major changes in federal taxation effected by the Revenue act of 19 
Jour. Accountancy, Dec., 1942. Pp. 10. = 
Pumpnrey, L. The exchange equalization account of Great Britain, 1932-1939: exchange Kere 
operations. Am. Econ. Rev., Dec., 1942. Pp. 14. Oct 


Roserts, R. O. Ricardo’s theory of public debts. Economica, Aug., 1942. Pp. 10. 
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scawartz, G. L. The significance of fiscal statistics (with discussion). Jour. Royal Stat. 
Soc., Part II, 1942. Pp. 23. 

suxney, G. W. War finances in Canada. Banking, Sept., 1942. Pp. 3. 

Uyoernitt, H. F. The incidence of pay roll taxes. Quart. Jour. Econ., Nov., 1942. Pp. 3. 

Review of the month—Economic stabilization controls and war finance. Fed. Res, Bull., 
Nov., 1942. Pp. 12. 


Money and Banking; Short-Term Credit 


teanco, L. A. El sistema monetario de Colombia. Rev. de Econ. y Estat., First and 
Second Quarters, 1942. Pp. 19. 

Brown, K. L. Stephen Girard, promoter of the second U. S. bank. Jour. Econ. Hist., 
Nov., 1942. Pp. 24. 

Burcess, W. R. Effects of the war on banking. Bankers Mag., Sept., 1942. Pp. 4. 

DavcHerty, M. R. The currency-banking controversy. So. Econ. Jour., Oct., 1942. Pp. 4. 

Duevy, H. P. El sistema monetario de Venezuela. Rev. de Econ. y Estat., First and 
Second Quarters, 1942. Pp. 16. 

Eu, O. H. Evolucién de la moneda en la Republica Argentina (desde sus ovigenes hasta 
1822). Rev. de Ciencias Econ., May, 1942. Pp. 24. 

Frescura, L. P. El sistema monetario de la Republica del Paraguay. Rev. de Econ. y. 
Estat., First and Second Quarters, 1942. Pp. 46. 

GuarestI, J. J. La funcion de la moneda. Una nueva moneda o una nueva concepcion 
uridica de la moneda? Rev. de Ciencias Econ., Aug., 1942. Pp. 24. 

LavensurG, H. Plan for a postwar world clearing bank. Soc. Research, Nov., 1942. Pp. 20. 

Mytanper, C. H. How the new taxes affect banks. Banking, Dec., 1942. Pp. 5. 

Prummer, W. C. Consumer credit in colonial Philadelphia. Penn. Mag. of Hist. and Biog., 
Oct., 1942. Pp. 25. 

Rare, R. E. The Hamilton National Associates, Inc.—a case study in group banking: Il, 
So. Econ. Jour., Oct., 1942. Pp. 17. 

WerrerEau, J. O. The branches of the first bank of the United States. Jour. Econ. Hist., 
Dec., 1942. Pp. 35. 

{n experiment in ration coupon banking. Banking, Nov, 1942. Pp. 3. 

Interest rates at member banks. Fed. Res. Bull., Nov., 1942. Pp. 8. 

La guerra en Mexico y la moneda. Rev. de Econ, Sept. 20, 1942. Pp 2. 

The progress of banking in Great Britain and Ireland during 1941. Bankers’ Insur. Manag. 
and Agents’ Mag., Oct., 1942. Pp. 11; Nov., 1942. Pp. 12. 

Statistics of consumer loans at commercial banks. Fed. Res. Bull, Oct., 1942. Pp. 3. 


International Trade, Finance and Economic Policy 


be Haas, J. A. The future of world trade. Harvard Bus. Rev., Autumn, 1942. Pp. 9. 

Houtann, W. L. War aims and peace aims in the Pacific. Pacific Affairs, Dec., 1942. Pp. 20. 

Li ‘MAZARES, J. La conferencia americana de asociaciones de comercio y produccion. Rev. 
le Ciencias Econ., July, 1942. Pp. 10. 

MIcHELL, R. L. Effects of American-Canadian trade reciprocity on agriculture. Discussion 
by ALLEN, R. H. and MacFartane, D. L. Jour. Farm Econ., Nov., 1942. Pp. 16, 4. 


Business Finance; Insurance; Investments; Securities Markets 
Axt, L. H Corporate proxies: II. Michigan Law Rev., Oct., 1942. Pp. 36. 


K TCHUM, M. D. Working-capital financing in a war economy. Jour. Bus. Univ. Chicago, 
Oct., 1942. Pp. 36. 
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McDovoatt, J. L. The earning power of Canadian corporate capital, 1934-40. Canadian 


Jour. Econ. and Pol. Sci., Nov., 1942. Pp. 9. ot 
Mazzocco, A. R. La observacion de pagos en las leyes nacional y provincial de contabilidad Passt, V 
y en la ley organica municipal. Rev. de Ciencias Econ., Aug., 1942. Pp. 22. source 
Smaon, L. M. The preservation of capital: réle of institutional investors. Trusts and PHELPS, 
Estates, Dec., 1942. Pp. 48. Pp. 17 
Stevens, W. H. S. Railroad reorganizations under the Bankruptcy act. Concluded. Jour. 
Bus. Univ. Chicago, Oct., 1942. Pp. 20. 
a H. S., Jr. Common stock control for trusts. Trusts and Estates, Oct., 1942 BADELL, 
contro 
Woon, R. The corporation goes into politics. Harvard Bus. Rev., Autumn, 1942. Pp. 9. TOSDAL, 
1942. 
Public Control of Business; Public Administration; National 
Defense and War 
AsraMson, V. Price freezing under the Office of Price Administration. Am. Econ. Rev., Dec, BARTON, 
1942. Pp. 15. Econ. 
Butnoes, A. Elementos para um programa de administracao depessoal. Rev. Serv. Pub. Diez, 
May, 1942. Pp. 5. Pp. 3: 
Horcomse, A. N. Planejamento financeiro geral feito pelo Bureau do Orcamento. Rev. Serv. KELLY, 
Pub., May, 1942. Pp. 5. Pp. 4. 
Humpnrey, D. D. Price control in outline. Am. Econ. Rev., Dec., 1942. Pp. 16. 
Hyneman, C. S. et al. The political scientist and national service in wartime. Am. Pol. 
Sci. Rev., Oct., 1942. Pp. 15. ANDREU 
Jacosy, N. H. The American economy during and after the war—a look ahead. Jour. Bus de So 
Univ. Chicago, Oct., 1942. Pp. 17. CLawso 
LauTERBACH, A. T. Economic demobilization in the United States after the First World Jour. 
War. Pol. Sci. Quart., Dec., 1942. Pp. 22. CowcIL: 
LEWINsOHN, R. O estado como comprador. Rev. Serv. Pub., May, 1942. Pp. 6. Davis, | 
NELSON, S. Progress of price regulation to September, 1942. Mo. Lab. Rev., Oct., 1%2. a 
Pp. 21. MOSK, 
Noyes, C. E. Social planning in a democracy. Advanced Manag., Oct.-Dec., 1942. Pp. 6. Dec., 
Smvon, H. A. and Drying, W. R. Controle dos fatores humanos na experiencia adminis- PATTON 
trativa. Rev. Serv. Pub., May, 1942. Pp. 7. REGAN, 
Smiru, H. D. O Bureau do Orcamento na administracao federal Americana. Rev. Serv. _Jour. 
Pub., May, 1942. Pp. 7. — 
Price control in Canada during October, 1942. Lab. Gazette, Nov., 1942. Pp. 6. Ss a 
Industrial Organization; Price and Production Policies; Sc 
Business Methods — 
Fourxe, R. A. The valuation of inventories—an important decision for alert management. E 
Dun’s Rev., Dec., 1942. Pp. 6. 
Grsert, H. N. From industrial mobilization to war production. Harvard Bus. Rev. — 
Autumn, 1942. Pp. 12. 5 
Hayes, S. P., Jr. Potash prices and competition. Quart. Jour. Econ., Nov., 1942. Pp. 38. —_— 
Haves, W. Business and the war—Il. The trend in trade and industry. Dun’s Rev., 0. re a 
1942. Pp. 8. Asso. 
and Wyant, R. Business and the war—III. Some effects on manufacturing. Dun's Por. 
Rev., Dec., 1942. Pp. 3. rae: 
Movtton, E. L. The war and its impact on American business. New Mexico Quart, Rev. Pp, 


Aug., 1942. Pp. 9. 


a 


1943] PERIODICALS 227 


\Mureuy, M. E. Wartime concentration of British industry. Quart. Jour. Econ., Nov., 
1942. Pp. 13. 

passt, W. R., JR. Unstable conditions of competition and monopoly in exhaustible re- 

source industries. Jour. Pol. Econ., Oct., 1942. Pp. 11. 

purtps, O. W. A theory of business communication, Jour. Bus. Univ. Chicago, Oct., 1942. 


Pp. 17. 

Marketing; Domestic Trade 

Bavett, C. E. Federal food stamp plan. (Plan federal para distribuir alimentos con eb 
control de estampillas). Rev. de Ciencias Econ., Sept., 1942. Pp. 14. 


Tosoat, H. R. Sales management: retrospect and prospect. Harvard Bus. Rev., Autumn, 
1942. Pp. 12. 


Transportation; Communication; Public Utilities 
Barton, F. L. The freight rate structure and the distribution of defense contracts. So. 
Econ. Jour., Oct., 1942. Pp. 12. 


Dmz, M. M. De las tarifas telefonicas. Rev. de Ciencias Econ., July and Sept., 1942. 
Pp. 35, 36. 


Ketty, W. D. The railroad tax situation in New Jersey. Bull. Nat. Tax. Asoc., Nov., 1942. 
Pp. 4. 


Agriculture; Forestry; Fisheries 
Anorevs, O. A. Consiitucion de la propiedad chilena. La propiedad rural. Rev. Mexicana 


de Soc., Second Quarter, 1942. Pp. 8. 


Crawson, M. and Brack, J. D. Agricultural income and the export market, 1910-1940. 
Jour. Farm Econ., Nov., 1942. Pp. 11. 

Cowcnt, G. R. Some food problems in wartime. Yale Rev., Dec., 1942. Pp. 12. 

Davis, J. S. The world’s food position and outlook. Harvard Bus. Rev., Autumn, 1942. 
Pp. 7. 

Mosk, S. A. Influence of tradition on agriculture in New Mexico. Jour. Econ. Hist., 
Dec., 1942. Pp. 18, 

Parton, H. S. Wartime wheat policy in Canada. Jour. Farm Econ., Nov., 1942. Pp. 20. 

Recan, M. M. and Crarensacu, F. A. Emergency control in the farm real estate market. 

Jour. Farm Econ., Nov., 1942. Pp. 17. 

Sanverson, F. H. The new wheat condition figures, based on weather factors, for the 
Prairie Provinces. A reply by C. F. Witson. Jour. Am, Stat. Assoc., Dec., 1942. Pp. 16. 
= G. Bases for controlling agricultural prices. Jour. Farm Econ., Nov., 1942. 

p. 18. 


Stoxvyk, E. A. Trends in agricultural codperation. Jour. Farm Econ., Nov., 1942. Pp. 9. 


Economic Geography; Regional Planning; Urban Land; Housing 

Bora, R. G. Prospects of land settlement in western Australia. Geograph. Rev., Oct., 
042, Pp. 24, 

Dicktvson, R. E. The social basis of physical planning. 1. Sociological Rev., Jan.-April, 

lowe Valuation of real property: loan purposes vs. tax purposes. Bull. Nat. Tax 

Assoc., Nov., 1942, Pp. 6. 

Pork, J. The plight of Puerto Rico. Pol. Sci. Quart., Dec., 1942. Pp. 23. 


7s H. K. Factors in the development of capital cities, Geograph. Rev., Oct., 1942. 
10, 
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Labor and Industrial Relations 


Gopat, M 


BessLinc, I. Industrial relations and the determination of conditions of employment ix July, 1° 
wartime. Internat. Lab. Rev., Nov., 1942. Pp. 44. HANSON, 
Cottet, C. E. The present position of women in industry. Jour. Royal Stat. Soc., Pax sedheny 
II, 1942. Pp. 3. gong" 
Fox, J. B. Labor's response to management. Harvard Bus. Rev., Autumn, 1942. Pp, 5 canine 
GRuNFELD, J. Mobilization of women in Germany. Soc. Research, Nov., 1942. Pp, 19, mm e 
HAMBURGER, E. A peculiar pattern of the fifth column—the organization of the Germon ane 
seamen, Soc. Research, Nov., 1942. Pp. 15. RHODES, 
Kar-sHEK, C. Chinese labor at war. Am. Fed., Dec., 1942. Pp. 4. TUCKER, 
McMurry, R. N. Management mentalities and worker reactions. Advanced Manag., Oct- wae, 
Dec., 1942. Pp. 8. 
MITTELMAN, E. B. Wage determinations: the evidence before the wage and hour division . eu" 
Pol. Sci. Quart., Dec., 1942. Pp. 34. ibe corp 
Myers, A. H. Laws and men in labor relations. Harvard Bus. Rev., Autumn, 1942. Pp. 12 fac 
NorturuP, H. R. The New Orleans longshoremen. Pol. Sci. Quart., Dec., 1942. Pp. 19. ie 
Paterson, D. G. and Stone, C. H. Dissatisfaction with life work among adult worker 
Occupations, the Vocational Guidance Mag., Nov., 1942. Pp. 3. ANTHON} 
PripraAM, K. Employment stabilization through pay roll taxation. Quart. Jour. Econ., Nov. Prince 
1942. Pp. 11. FLORANT, 
RANDALL, R. J. Full employment in war-time. So. African Jour. Econ., June, 1942. Pp. 5 GEDDES, 
Scuwartz, H. Hired farm labor in World War II. Jour. Farm Econ., Nov., 1942. Pp. 19 index. 
SPrELMANS, J. V. On strike analysis. Jour. Pol. Econ., Oct., 1942. Pp. 11. GILLMAN 
Digest report on 1942 convention of American Federation of Labor. Amer. Fed., Nov, Settee 
1942. Pp. 13. goes 
The regulation of hours of work in France. Internat. Lab. Rev., Oct., 1942. Pp. 13. ete 
Wartime control of employment in Canada. National Selective Service regulations— eitigy 
establishment of labour priorities—registration of women, Lab. Gazette, Sept., 1942. “a 
Pp. 9. ORTARA 
Social Insurance; Relief; Pensions; Public Welfare — 
Fork, O. H. Selective service’s medical statistics program. Jour. Am. Stat. Assoc., Dec. 7 kes 
1942. Pp. 5. ultime 
HAMBuRGER, K. The Red Cross in the nineteenth century. Social Forces, Oct., 1942. Pp. 6 Pees 
LaBoucle, A. Prevision y asistencia social. Rev. de Ciencias Econ., Aug., 1942. Pp. 30. Quart. 
Las, R. K. Mobilization of human resources. Am. Jour. Soc., Nov., 1942. Pp. 8. SICHES, 
Mattsorr, H. United States pension and compensation payments. Internat. Lab. Rev. Mexic 
Nov., 1942. Pp. 9. TopPinc 
PicuettTo, J. R. The present state of social legislation in the Argentine Republic, Internat and F 
Lab. Rev., Oct., 1942. Pp. 37. WoorTe 
Wootton, B. Chaos in the social services. Sociological Rev., Jan.-April, 1942. Pp. 11 Jour 
“A new structure of social security’: The work of the Inter-American Conference 0 Estudio 
Social Security at Santiago de Chile. Internat. Lab. Rev., Dec., 1942. Pp. 31. First 
Social welfare in Southeast Asia. Internat. Lab. Rev., Oct., 1942. Pp. 9. 
Consumption; Income Distribution; Codperation ve 
BACKMAN, J. British food rationing. Dun’s Rev., Dec., 1942. Pp. 8. FROMA? 
Branvis, B. Control of consumption in Britain. Jour. Farm Econ., Nov., 1942. Pp. 12 Pp. 1 
FRANKLIN, N. N. Co-operative credit in the Transkeian territories. So. African Jou: Kiss, ( 


Oct. 


Econ., June, 1942. Pp. 26. 
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' H. An enquiry into indebtedness in a Mysore village. Indian Jour. Econ., 
luly, 1942. Pp. 23. 
Saseunt, A. C., CorNFIELD, J. and Epstetn, L. A. Income and spending and saving of 
ies in wartime. Mo. Lab. Rev., Sept., 1942. Pp. 16. 
HAN A. C. and CornFIeLp, J. Spending and saving of the nation’s families in war- 
time. Mo. Lab. Rev., Oct., 1942. Pp. 14. 
Kaptan, J. J. Some problems in rationing meats. Rev. Econ. Stat., Nov., 1942. Pp. 7. 
Reoer, M. W. Welfare economics and rationing. Quart. Jour. Econ., Nov., 1942. Pp. 7. 
Ruoves, E. C. The distribution of incomes. Economica, Aug., 1942. Pp. 12. 
Tucker, R. S. Distribution of income in 1935-36. Jour. Am. Stat. Assoc., Dec., 1942. Pp. 7. 
Wats, W. A. The temperal stability of consumption patterns. Rev. Econ. Stat., Nov., 
Wen _ S. Rationing consumer expenditure. Harvard Bus. Rev., Autumn, 1942. Pp. 6. 
The codperative movement and the war. Mo. Lab. Rev., Sept., 1942. Pp. 20. 

w of the month—war program and living standards. Fed. Res. Bull., Oct., 1942. 

Population; Migration; Vital Statistics 

\yrnony, S. and CHaries, E. Population trends in relation to the social background on 
Prince Edward Island. Geograph. Rev., Oct., 1942. Pp. 17. 
Frorant, L. C. Negro internal migration. Am. Soc. Rev., Dec., 1942. Pp. 10. 
Groves, A. The population of India: variability of change as a regional demographic 
ndex. Geograph. Rev., Oct., 1942. Pp. 12. 
utman, C. White colonization in East Africa with special regard to Tanganyika territory. 
Geograph. Rev., Oct., 1942. Pp. 13. 
Gonzatez, F. R. Estudio historico-entnografico del alcoholismo entre los Indios de 
Mexico. Rev. Mexicana de Soc., Second Quarter, 1942. Pp. 15. 

Hauser, P. M. Population and vital phenomena, Am. Jour. Soc., Nov., 1942. Pp. 14. 
ps, A. H. Specificity and selective migration. Am. Soc. Rev., Dec., 1942. Pp. 10. 
Mortara, G. Estudos sobre a utilizacao do censo demografico para a reconstrucao das 

latisticas do movimento da populacao do Brasil. Rev. Brasil. de Estatistica, July-Sept., 
Pp. 46 
Los factores demograficos del crecimiento de las poblaciones Americanas en los 
ultimos cien anos. Rev. de Econ. y Estat., First and Second Quarters, 1942. Pp. 39. 
Mostetter, F. and McCartnuy, P. J. Estimating population proportions. Pub. Opinion 
Quart., Fall, 1942. Pp. 7. 
Siczes, L. R. Fenomenologia de las relaciones inter-humanas. Ensayo sobre el mando. Rev. 


Torrinc, C. W. The equalitarian family as a fundamental invention. Canadian Jour. Econ. 
and Pol. Sci., Nov., 1942. Pp. 11. 

Woorter, T. J., Jr. Preliminary population estimates based on ration book applications. 
Jour. Am. Stat. Assoc., Dec., 1942. Pp. 4. 

Estudio de la problacion de la Provincia de Cordoba (1914-1937). Rev. de Econ. y. Estat., 
‘irst and Second Quarters, 1942. Pp. 49. 


Unclassified Items 


Bowman, I. Geography vs. geopolitics. Geograph. Rev., Oct., 1942. Pp. 13. 

ROMAN, L. A. Graduate students in economics, 1904-1940. Am. Econ. Rev., Dec., 1942. 

Kiss, G. Political geography into geopolitics: recent trends in Germany. Geograph. Rev., 
Uct., 1942. Pp, 14, 
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Me: i de Soc., Second Quarter, 1942. Pp. 20. 
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FRANK ALBERT FETTER 
A Birthday Note 


The American Economic Review takes this opportunity on behalf of 
the members of the American Economic Association to extend to Profes. 
sor Frank Albert Fetter of Princeton University congratulations on the 
attainment of his eightieth birthday. Professor Fetter’s record of accom. 
plishment has been so distinguished that it seems appropriate to set forth, 
particularly for the benefit of our younger members, a few of the facts 
suggestive of what this record has been. At the request of the Review, 
two of his colleagues have prepared this note. 


Professor Fetter was born in the Hoosier State in the town of Peru m 
March 8, 1863. Educated in the public schools, he entered Indiana University 
with the class of 1883, but at the end of his junior year left college to shoulder 
financial responsibilities that resulted from the ill health of his father. For 


eight years he successfully conducted a book store in his home town and When 
then returned to the university for his senior year, receiving the degree of compilec 
bachelor of arts in 1891. The next year found him engaged in graduate study wide va 
at Cornell University from which, in 1892, he received the degree of master Hmm seatest 
of philosophy. Then for two years he studied in Europe: at the Sorbonne in “pure 
Paris attending the lectures of Professors Paul Leroy-Beaulieu, Pierre Emile doctoral 
Levasseur, and others; and at Halle in Germany, where his major professor ing stuc 
was Dr. Johannes Conrad. It was from Halle that in 1894 he received his rule of t 
degree of doctor of philosophy. His dissertation dealt with the theory of Mim ™ust be 
population.’ Subsequently three American institutions have awarded Professor took a f 
Fetter the honorary degree of doctor of laws: Colgate University in 190°, he was 
Occidental College in 1930, and Indiana University in 1934. ‘The N 
Professor Fetter’s active contacts with Europe and with European econo- he was 
mists did not cease with the conclusion of his doctoral studies at Halle. He to cont 
returned for visits of substantial length in 1910, 1914, 1931 and 1932. ln econom 
1910 he made the personal acquaintance of Professors Friederick von Wieser field bu 
and Eugen von Béhm-Bawerk. With Professor Béhm-Bawerk in particular his owt 
he became intimate and kept up a personal correspondence with him urii to the 
his death in 1914. ceptual 
Nine American institutions have had the benefit of Professor Fetter’s ser * Pybl 
ices as a scholar and teacher, four on the basis of regular faculty membership, Die 
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five on the basis of appointment as a visiting professor or lecturer. Dr. Fetter 
served in the rank of instructor for one year (1894-1895), at Cornell Unt 
versity. Thereafter the sequence of his regular professorial appointments rus 
as follows: Indiana University, 1895-1898; Stanford University, 1898-1901, 
Cornell University, 1901-1911; and Princeton University, since 1911. 4! 


* Versuch einer Bevilkerungslehre ausgehend von einer Kritik des Malthus’schen Bevilke- 
ungsprincips. Jena: G. Fischer, 1894. 
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Princeton Professor Fetter succeeded Professor Winthrop More Daniels in 
the chairmanship of the large departmental group which then included the 
shree fields of history, politics, and economics. In the spring of 1913 Economics 
and Social Institutions became a separate department, the development of 
whose rapidly expanding program Professor Fetter guided with marked suc- 
cess for eleven years, except for a brief absence during World War I. Formally, 
under the retirement regulations of Princeton University, Professor Fetter 
attained emeritus rank in 1931; but so highly valued were his services that, 
by action of the Board of Trustees, he was retained under a special arrange- 
ment to give graduate instruction for two additional years. On a visiting 
or exchange basis, Professor Fetter has taught at Harvard, Columbia, the 
Johns Hopkins, and Northwestern Universities, at the University of Lllinois, 
and at the Claremont Colleges in California. 

Professor Fetter has been since 1935 a member of the American Philo- 
sophical Society, for three years has served as a member of its Council, and is 
at the present time an active member of its Committee on Research. He is a 
member of the American Academy of Arts and Sciences and the holder of the 
Karl Menger Medal of the Austrian Economic Society, an honor awarded in 
1927. 

When a complete bibliography of Professor Fetter’s published writings is 
compiled, it will be found to comprise an amazingly long list of items on a 
wide variety of subjects. Undoubtedly those which stand in the position of 
greatest prominence are the series of his contributions in the field of so-called 
“pure” theory. Hardly had Professor Fetter returned to America from his 
doctoral studies in Europe than he was recognized as an incisive and challeng- 
ing student and teacher of theory. In a period when there was a standing 
tule of the American Economic Association that at each annual meeting there 
must be one session devoted to fundamental theory, Professor Fetter at once 
took a position of leadership. At the annual meeting of the Association in 1900 
he was called upon to play the réle of prophet by presenting a paper entitled 
“The Next Decade of Economic Theory.”? That a quarter of a century later 
he was invited to coéperate in the compilation of the Wieser Festschrift and 
to contribute to this project an article of substantial length on the state of 
economic theory in the United States testifies not merely to his interest in the 
field but to the international recognition that has been given of the value of 
his own work.* Likewise in 1930 Professor Fetter was invited to contribute 
to the European literature of economic theory an article on “The New Con- 
ceptual Basis of Economics.”* More recently still, in November, 1942, he 


Publications of the American Economic Association, 3rd ser., Vol. II (1901), pp. 236-46. 
Die Wirtschaftstheorie der Gegenwart: Herausgegeben von Hans Mayer, in Ver- 
vindung mit Frank A. Fetter und Richard Reisch. In vier Banden. Band I, “Gesamtbild 
cer Forschung in den einzelnen Landern.” Wien: Julius Springer, 1927. “Amerika,” von 
Frank A. Fetter, pp. 31-60. This article is available in English only in a mimeographed 
‘ition, privately produced, under the title “Present State of Economic Theory in the 
United States of America” (1926). 

‘ * Economia politica contem poranea, saggi di economia e finanza in onore del Prof. Camillo 
Supmo. Padova: A. Milani (1930), Vol. I, pp. 93-102. 
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presented at a session of the American Philosophical Society a distinguishes Econot 
| paper, as yet unpublished, on “The Early History of Political Economy in Econo! 
| America.” 


It is not proposed in this note to make an appraisal of Professor Fetter's wh 
contributions to economic theory, but only to indicate their scope and char. of fun 
acter. He was from the first interested in the theory of value, or more x. of pub 
curately, theories of value. Among the earlier items in his bibliography are has @ 
contributions dealing with theories of value in their application to the to ser 
monetary controversies of the nineties.° To Professor Fetter pure theory has he wa 
never been a thing apart from so-called practical problems, But for the most Wisco 
part his earlier studies were concentrated on such theoretical problems as the prepal 
concepts of value and price, and the several phases of the theory of distribu. Comn 
tion that are suggested by the terms capital, capitalization, time-preference, pricin; 
interest, and rent. Some of the resultant doctrine was first set forth in his in sim 
general texts;® but the development of his contributions in this area of ab- of the 
stract theory can perhaps better be traced through a series of his published point : 
papers that appeared between 1900 and 1914.7 Somewhat later, in 1927, a the ti! 
substantial part of this body of doctrine was re-stated in a paper on “Interest Pro 
Theory and Price Movements.’® Still later, in 1936, at a joint session of the intere 
American Economic Association and the American Accounting Association Unive 
he presented a paper entitled “Reformulation of the Concepts of Capital and for fo 
Income in Economics and Accounting.’® As is well known, Professor Fetter's this ¢ 
point of view in the development of a consistent body of fundamental theory, polita 
like that of the Austrian school, is subjective and psychological. that ; 

Professor Fetter is distinctively a “welfare economist,” a fact which is Smith 
emphasized by certain articles published soon after World War I: “Price as th 

Pri 

*“Theories of Value in Their Application to the Question of the Standard of Deferred his Ie 
Payments,” Publications of the American Economic Association, Vol. x, no. 3 (1895), hese 
suppl., pp. 101-03 (1895). “The Exploitation of Theories of Value in the Discussion of the é 
Standard of Deferred Payments,” Annals of the Am. Acad. Pol. and Soc. Sci., Vol. \ tions 
(1895), pp. 882-96. Evan 

* The Principles of Economics, with Applications to Practical Problems. New York: The Rem 
Century Company. 1st ed., 1904; 2nd and 3rd ed. in 1910 and 1911. Subsequently this such 
work was revised and enlarged, reappearing in, two volumes: Vol. I, Economic Principles and | 
(1915); Vol. II, Modern Economic Problems, 1916 and 1922. 

* Among these the following should be noted: "A 

1. “Recent Discussion of the Capital Concept,” Quart. Jour. of Econ., Vol. XV (1900 uy 

. 1-45. BS 
2 “The Passing of the Old Rent Concept,” ibid., Vol. XV (1901), pp. 416-55. Wiser 

3. “The ‘Roundabout Process’ in the Interest Theory,” ibid., Vol. XVII (1902), pp. 1° Econ. 
80. 

4. “The Relations between Rent and Interest,” Publications of the American Econom “a 
Association, 3rd ser., Vol. V (1904), pp. 176-98. : Point 

5. “Present State of the Theory of Distribution,” ibid., 3rd ser., Vol. VII (1906), PF eae 
52-54. 

6. “The Definition of Price,’ Am. Econ. Rev., Vol. Il (1912), pp. 783-813. me 

7. “Interest Theories, Old and New,” ibid., Vol. IV (1914), pp. 68-92. Mon 

*Am. Econ. Rev., suppl., Vol. XVII, no. 1, pp. 62-105. at Pr 


* Accounting Review, Vol. XII, pp. 3-12. teack 
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Economics versus Welfare Economics” (1920) ;*° and “Value and the Larger 
Economics. I, Rise of the Marginal Doctrine; II, Value Giving Way to Wel- 
fare” (1923).2* It is thoroughly consistent with this emphasis on weliare that 
in his later writings he has given ever-increasing attention to the application 
of fundamental economic concepts and theories to such significant problems 

‘ public policy as those relating to market structures and market prices. He 
has a deeply entrenched conviction of the obligation of academic economists 
to serve the public with a disinterestedness not open to question.’* In 1923-24 
he was associated with Professor John R. Commons of the University of 
Wisconsin and Professor William Z, Ripley of Harvard University in the 
preparation of a brief, to be presented in cases before the Federal Trade 
Commission, on behalf of a group of states opposed to the “Pittsburgh Plus” 
pricing system in the steel industry. On several occasions thereafter he served 
in similar cases as an expert witness and as a temporary member of the staff 
of the Commission. The theoretical foundation of his opposition to the basing- 
point system was set forth in the Quarterly Journal of Economics (1924) under 
the title, “The Economic Law of Market Areas.’’** 

Professor Fetter’s “extra-curricular” activities embrace a wide range of 
interests both local and national. While in service on the faculty of Cornell 
University, he was active in the formation of the Cornell Cosmopolitan Club 
for foreign students and served for four years on its governing board. Through 
this connection he was active in the formation of the Association of Cosmo- 
politan Clubs at Madison, Wisconsin, in 1907, and it is said on good authority 
that as a result of his use in a public address on that occasion of Goldwin 
Smith's motto, “Above All Nations Is Humanity,” this motto was adopted 
as that of all Cosmopolitan Clubs. 

Professor Fetter has always been actively interested in social work. During 
his leave from Stanford University in 1900-1901 he made Hull House his 
base of operations while making a special study of low-grade housing condi- 
tions in Chicago. In 1910 he was appointed by (then Governor) Charles 
Evans Hughes to membership on the New York State Board of Charities. 
Removing to New Jersey, he continued his activity in social work through 
such organizations as the New Jersey Conference of Charities and Correction 
and the New Jersey Conference for Social Welfare. For eleven years (1918- 


‘Am. Econ. Rev., Vol. X, pp. 467-87, 719-37. 

“Jour. of Pol. Econ., Vol. XXXI, pp. 587-605, 790-803. 

” See his “The Economists and the Public,” an address delivered at the University of 
Wisconsin on the occasion of the unveiling of a portrait of Professor Richard T. Ely. Am. 
Econ. Rev., Vol. XV (1925), pp. (13-26. 

~ Vol. XXXVIIT, pp. 520-29. See also “Planning for Totalitarian Monopoly,” a book 
review, Jour. of Pol. Econ., Vol. XLV (1937), pp. 95-110; “The New Plea for Basing- 
Point Monopoly, ibid., Vol. XLV (1937), pp. 577-605; “Rejoinder to Professor de Cha- 
zeau’'s Reply,” ibid., Vol. XLVI. (1938), pp. 567-70; and “The Pricing of Steel in South 
Africa,” a book review, in South African Jour. of Econ., Vol. IX (1941), pp. 235-50. Less 
theoretical in character of treatment are Professor Fetter’s book The Masquerade of 
Monopoly (Harcourt Brace, 1931) and his lecture “Democracy and Monopoly” delivered 
at Princeton on the Stafford Little Lectureship eight years after his formal retirement from 
teaching. (Princeton Univ, Press, 1939.) 
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1928) he was an active member of the Board of Managers of the New Jersey pleasure 
State Home for Boys at Jamesburg. The published proceedings of the Nj. acumen 
tional Conference of Charities and Correction and of the National Confereng career, 
on Social Work give evidence of his interest in social work on a national basis with hi 
A man of peace, Professor Fetter has rendered his service in time of wa and ste 
In 1918-19 he withdrew from academic activity to be general manager oj To F 
the national organization of the War Camp Community Service, the counter. wishes! 


part of our present U.S.O. Today he is a member of his local rationing board, 

A firm believer in the public schools, he served in Princeton from 1924 tp 
1928 as an active member, for a while as vice-president, of the Board of Edy. 
cation. It was during this period that he gave effective guidance to a building 
program that culminated in the construction of a junior-senior high school 
building now serving students from nine municipalities. 

In the field of higher education and particularly having concern for the 
promotion and maintenance of the highest standards of professional relations, 
Professor Fetter has been an active member of the American Association of 
University Professors. Here he was from the first deeply concerned with prob- 
lems of academic freedom. This was to be expected, for he was one of those 
members of the faculty of Leland Stanford University who in 1901 volw- 
tarily resigned from their positions in protest against the violation of academic 
freedom in the dismissal of Professor Edward Alsworth Ross, When in De- 
cember, 1913, at the meetings of the American Economic Association, the 
American Political Science Association, and the American Sociological So- 
ciety, a committee of nine was constituted to consider and report on questions 
of academic freedom and tenure, Professor Fetter served with Professor E. R. 
Seligman and Professor Richard T. Ely as a representative of the econo- 
mists. The same three members represented the economists on a similar con- 
mittee of the American Association of University Professors, which was 
appointed in 1915. Later, in the years 1916 to 1927, Professor Fetter served 
on the standing “Committee A” of the American Association of University 
Professors. 

There are few of the present members of the American Economic Associa- 
tion whose first membership antedates that of Professor Fetter. He joined the 
Association in 1894. From June, 1901, until December, 1906, he held the office 
of secretary-treasurer. In 1912 he was president. For six years (1906-191!) 
he was an associate editor of the Economic Bulletin, the official publication 
of the Association, the forerunner of the American Economic Review, ani 
from 1914 to 1919, he was an associate editor of the Review. A regular at- 
tendant at the annual meetings of the Association, he could probably count 
on the fingers of one hand the number at which he has not been present. And 
when present he could most often be found in the company of his younger 
colleagues and former students. 

At the age of eighty Professor Fetter is still young, physically and mentally 
vigorous, able and modestly eager to join in scientific discussion. His wit, % 
always, is keen, and his powers of friendly repartee are a prime reason for the 
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pleasure which people find in his society. Over and above the intellectual 
acumen and the scientific integrity that have characterized his professional 
career, there has been an unusually pervasive warmth of friendly relations 
with his associates. He is preéminently a kindly man. The deep affection 
and steadfast loyalty of his friends are well deserved. 
To Professor Fetter and to Mrs. Fetter heartiest congratulations and best 
wishes! 
STANLEY E, Howarp 
E. W. KEMMERER 
Princeton University 
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Davis Rich Dewey, 1858-1942 


Davis Rich Dewey, for thirty years managing editor of The American Eco. 
nomic Review, died in Cambridge on December 13, 1942, in his eighty-fijth 
year. The son of Archibald S. and Lucinda A. (Rich) Dewey, he was born on 
a farm in Burlington, Vermont, in 1858, He attended local schools where he 
and his brother both attained scholastic records that are still remembered for 
their excellence. He attended the University of Vermont and graduated there 
with Phi Beta Kappa honors in 1879. He then taught for one year in a district 
school and served the next year as principal of a small academy at Underhill, In 
1881 he was appointed teacher of Latin and Greek and also principal of the 
Hyde Park High School, near Chicago. 

Dr. Dewey’s work in economics began in 1883, when he entered the graduate 
school of Johns Hopkins University. While a student there he served as a cor- 
respondent for Bradstreet’s and spent the summer of 1885 in editorial work 
for that publication. He received a fellowship at Johns Hopkins and was granted 
his doctor’s degree in 1886, presenting as his thesis History of American Eco- 
nomic Literature Previous to the Time of Henry C. Carey. In this year also he 
married Mary C. Hopkins of Madison, Wisconsin. 

In the autumn of 1886 he came to Massachusetts Institute of Technology 
where he was to serve for forty-seven years. His first appointment was as in- 
structor in history and economics. In this capacity he was associated with 
Francis Amasa Walker who was then head of this department, as well as presi- 
dent of the Institute. In 1893 he was made professor of economics and statistics 
and had charge of the department until his retirement forty years later. In 1913 
the course in engineering administration was organized, and Professor Dewey 
directed this group of students from its organization until 1931, when a separate 
department of engineering administration was created. 

During his first year of service at the Institute he became a member and was 
elected secretary of the American Statistical Association, This office he held 
for twenty years (1886-1906). As secretary and as a member of the publica- 
tions committee he edited the publications of the American Statistical Associa- 
tion, out of which developed the journal of that association. 

While still a student at Johns Hopkins he had attended the meeting in Sara- 
toga which organized the American Economic Association. He became vice- 
president of this organization in 1908 and its president in 1909. Here also he 
became a member of the committee.on publications. When The American Eco- 
nomic Review was started in 1911 he became its first editor. This office he held 
until the present managing editor succeeded him in office in 1941. 

Among his writings, the Financial History of the United States was the best 
known. For this work he was awarded the John Marshall prize by Johns Hop- 
kins University in 1904. The thirteenth edition of this book was published in 
1941. He was editor of the two volumes, Discussions in Economics and Statistics, 
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» Francis A. Walker (1899). He contributed to the Literature of American 
History, edited by Larned (1902). He wrote also National Problems 1885-1897 
(1907), State Banking before the Civil War (1910), and articles for Palgrave’s 
Dictionary of Political Economy, the New International Encyclopedia Ameri- 
cana, the Encyclopedia Britannica, the American Year Book and the Common- 
wealth History of Massachusetts. In 1922 with M. J. Shugrue he wrote Banking 
ind Credit, There was, however, only one publication to which he ever referred 
with pride (if such a word may be used in connection with a man so utterly 
modest). This was the Census volume on Employees and Wages, published in 
1903, Though many recognize the pioneer character of this study, few people 
know that Davis Dewey as special expert of the Twelfth Census conducted the 
research necessary for the publication of that volume. 

In addition to his writing, his teaching and administrative direction of an 
ever-growing department, Professor Dewey served on many public commissions. 
In 1894 he was chairman of the Special Commission in Massachusetts to Inves- 
tigate the Subject of the Unemployed. In 1896 he was a member of the Board 
to Investigate Charitable and Reformatory Institutions of Massachusetts. From 
\897 to 1905 he was a member of the Municipal Department of Statistics of 
the City of Boston, and in 1903 he was appointed to the State Commission 
on Relations between Employer and Employee. In connection with these activi- 
ties he shared in the preparation of the reports published on these subjects. 

For the national government during the First World War he served as 
director of the economic section of information under the Department of Labor; 
and between 1928 and 1932 he served on three emergency boards of mediation 
and on one board of arbitration appointed by the President of the United States 
for the settlement of railroad labor disputes. 

His honorary degree of LL.D. was received from the University of Vermont in 
1910. He served as a trustee of the Massachusetts State College for thirty years 
(1909-1939). Shortly before his death he became also a trustee of a secondary 
school, Browne and Nichols in Cambridge. At various times he taught courses 
in economics at Johns Hopkins University, Wellesley College, Harvard Uni- 
versity, Columbia University, and the University of California. Even his travels 
contained normally some purposive element. In 1929 he attended the annual 
meeting of the Institut International de Statistique in Warsaw. In 1935 he 
attended the meeting in Athens, and in 1936, while in Mexico City, he attended 
another meeting of the Institut International. 

His chief recreations lay in his summer home at New London, New Hamp- 
shire. There he converted a hill-top farm into a home for his family and raised 
his flowers. The flower gardens which he tended himself became so well known 
that people drove for miles to see them and to look across them to the lake and 
mountains beyond. As he grew feebler the only complaint that he ever voiced 
to aaa was that he could no longer attend to the flowers he loved 
so well, 

_ In addition to his widow he is survived by a son, Colonel Bradley Dewey, 
lormerly president of the Dewey and Almy Chemical Company and now the 
deputy rubber administrator, and by a daughter, Mrs. A. Barr Comstock, who 
‘ves in Washington, D.C. He is survived also by a brother, John, professor 
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) emeritus of philosophy at Columbia University, by six grandchildren and by Follo 
one great-grandchild. an inst! 

As economist, as statistician and as author Professor Dewey was interestej summel 

always in the accurate recording of economic fact. He was indifferent normally the stat 

to theorizing which had no demonstrable connection with fact. This devotion of whic 

to fact is all the more interesting because his remarkable gift of humor aros ington 

from an exceptionally lively imagination. His devotion to fact can be under. with th 

stood best in connection with the absolute integrity which characterized his latter y 


every act. Self-discipline and a high sense of honor were the keynotes of his 
life. In all his relations he was notable for this absolute integrity and for his 
tolerance. Few men have ever been so widely loved, Every man who remained 
long in contact with him was studied in order to determine how best that man 
could be helped. His suggestions were valuable; but his example was the greatest 
inspiration. Tolerant, patient, generous-minded and unassuming, the magnitude 
of his service was appreciated in many instances only after he had gone. 
BEATRICE A, Rocers 
Dona p S. Tucker 
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Abraham Berglund, 1875-1942 


Abraham Berglund, professor of commerce and business administration at 
the University of Virginia since 1922, died at the University of Virginia Hos- 
pital, following a brief illness, on May 28, 1942. 

Professor Berglund was born in San Francisco, California, on December 
10, 1875. His parents, Hans Berglund and Anna Christina Berglund, were 
natives of Sweden. His father, who engaged in the shipping industry in San 


Francisco, was a noted world traveler, and his mother also had traveled ex- 
tensively. He was named for his father’s brother who was a member of the 
upper house of Parliament in Sweden, 

At the University of Chicago, where he received the B.A. degree in 1904, 
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Professor Berglund was a student of Laughlin, Veblen, and H. J. Davenport, Harve 


and he there developed the strong love of economic inquiry for which he was At 1 
admirably endowed by nature and which he never lost. He then became 4 1927 j 
graduate student in economics at Columbia University and was awarded the tariff « 
degree of doctor of philosophy in 1907. At Columbia he was deeply im- was Pp 
pressed with the teachings and personality of Professor John Bates Clark, author 
an influence which was later projected strongly in his own teaching and tion o 
writing. In 1907, also, he was married to Miss Edna Margery Glass of Win- Dr. G 
field, Kansas, who intellectually and by temperament became an ideal com versit 
panion and wife. While engaged in writing his doctoral dissertation at Co- of the 
lumbia, he taught in 1906 at the Cathedral School (St. John the Divine) and with 

in 1907 at the New York Military School in Manlius. The thesis itself was publis 
a notable investigation of the “rise, character and influence” of the United leadin 
States Steel Corporation. It was recognized as a study of high merit and At 
revealed the peculiar gifts of Professor Berglund for industrial analysis, a Wor 
which he combined keen insight and understanding with discriminating juds “s 
ment. whi 
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Following the period of residence at Columbia, Professor Berglund became 
an instructor in economics at Washington State College for two years. In the 
summer months of 1908 he made an investigation of the wheat situation in 
the state of Washington and wrote a report of his findings, the significant facts 
of which formed the basis of an article on “The Wheat Situation in Wash- 
ington State” in the Political Science Quarterly. In 1909 he took a position 
with the U. S. Bureau of Corporations where he remained until 1913. In the 
latter year he was appointed assistant professor of economics at the University 
of Washington and held this position until 1917, when he was appointed to 
the rank of associate professor. A year later, however, he resigned the appoint- 
ment in order to accept a place on the U. S. Tariff Commission. In the latter 
position the high quality of his work was brought to the attention of Profes- 
sor F. W. Taussig and Professor T. W. Page who were members of the Com- 
mission at that time. The special reports which he prepared for the Com- 
mission dealt with the tariff as related to the iron and steel industry. 

It was decided in 1922 to expand the staff of the Schools of Economics and 
Commerce at the University of Virginia and Professor Berglund accepted 
an appointment as associate professor of commerce and business administra- 
tion in that year. His teaching duties consisted of courses in transportation, 
business combinations and an undergraduate class in economic history, and 
in addition he participated in a graduate seminar in Economic Theory. In the 
years which followed he wrote extensively and published many scholarly 
articles in the leading economic journals of this country. His interest in the 
tariff and in the iron and steel industry continued, while at the same time 
his investigations were broadened somewhat to include problems of our mer- 
chant marine and ocean transportation. Articles on the United States Steel 
Corporation were published in the Quarterly Journal of Economics in 1923 
and 1924, and discussions of our merchant marine and international trade 
and of our tariff policy appeared in the Journal of Political Economy and in 
The American Economic Review. He also contributed several articles to the 
Harvard Business Review. 

At the invitation of the Brookings Institution he spent the session of 1926- 
1927 in Washington on leave of absence in order to undertake a study of the 
tariff on iron and steel. As a result of his work on this assignment a monograph 
was published in 1929 in the Brookings Institution series under the joint 
authorship of Professor Berglund and Dr. Philip G. Wright. Upon the comple- 
tion of this undertaking he engaged in a joint research study with a colleague, 
Dr. George T. Starnes, and with Dr, Frank T. DeVyver, now of Duke Uni- 
versity, under the auspices of the Institute for Research in the Social Sciences 
of the University of Virginia. The results of this investigation were published 
with the title, “Labor in the Industrial South,” in 1930. A year later he 
published his general treatise on Ocean Transportation which still serves as a 
leading textbook in this field. 

At the beginning of the thirties Professor Berglund conceived and planned 
a work that he hoped would be the magnum opus of his professional career. 
He began a comparative and critical study of economic theory, the results of 
which he ultimately hoped to publish under the title, Economic Theory in 
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the Crucible. At the suggestion of a colleague and friend, Dr. Wilson Ge. 
director of the University’s Institute for Research in the Social Sciences, he 
decided to apply for a grant from the Institute which would provide assistance 
in the undertaking. The greater portion of his available time for the following 
decade and until a few days before the end was applied with unflagging 2) 
and consistency to this task. He stepped aside only occasionally for a briei 
time, as for example in 1934-1935, when he served as economic advisor to 
the Interdepartmental Committee on Shipping Policy and completed a Teport 
for the President. In like manner he found it possible to contribute a {ew 
professional articles and to write selections for volumes 10, 12 and 14 of the 
Encyclopaedia of the Social Sciences. But aside from his teaching duties he 
could nearly always be found in his private retreat in the University library, 
exploring the range of economic theory in accordance with the plans and 
purposes which he had set for himself. He succeeded in the virtual completion 
of his manuscript and expected to spend the ensuing months in making certain 
revisions for its publication. The work will be published in the Institute series 
of the University, practically in the form in which it was left by the author, 

While Professor Berglund’s sympathies were aligned with the liberal point 
of view, he always counseled moderation and was never an extremist. He {elt 
that some of the newer economic ideas would not stand the test of rigorous 
analysis and would, like many other insubstantial doctrines, rapidly fade 
from the horizon. His range of academic interests traversed not only the field 
of economics but also the kindred fields of history and anthropology. On the 
personal side he was possessed of great modesty, loyalty, devotion to high 
purpose and loftiness of character. It may justly be said that, “for him the 
economist’s calling was a high and responsible one, worthy to fill a man’s 
life.” 

TIpTON R, SNAVELY 
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NOTES 

. The following names have recently been added to the membership of the AMERICAN 
Economic ASSOCIATION : 

. Atlas. M., 1026 16th St., N.W., Washington, D.C. 

€ Barber, C. L., Vincent Hall, University of Minnesota, Minneapolis, Minn. 


Barker, C., Shell Oil Co., 50 W. SOth St., New York, N.Y. 

F Behrendt, R. F. W., School of Inter-American Affairs, University of New Mexico, 
Albuquerque, N.M. 

a Rell, A. L., Hershey Junior College, Hershey, Pa. 

q Benoit-Smullyan, E., 2106 F St., N.W., Washington, D.C. 

$ Berger, A. O., Fenn College, 24th St. and Euclid Ave., Cleveland, Ohio. 

- Bingham, J. B., 208 Primrose St., Chevy Chase, Md. 

branch, H. N., Room 1036, 30 Rockefeller Plaza, New York, N.Y. 

Bruno, V. T., 4 Shannon St., Middlebury, Vt. 


t Buxton, H. C., Jr., U. S. YAG-7, Fleet Post Office, Norfolk, Va. 
Is Campbell, A. S., Tennessee Valley Authority, Knoxville, Tenn. 
e Carey, R. D., 624 N. Monroe St., Arlington, Va. 


Carson, A. B., 1680 Burr, Lincoln, Neb. 

Chandrasekhar, S., International House, 500 Riverside Dr., New York, N.Y. 
Chase, S., Georgetown, Conn. 

Clark, E., 309 E. Clifton Terrace, N.W., Washington, D.C. 

e Cohen, J., 832 E. 57th St., Chicago, II. 

F Cohen, M., 4259 Leidy Ave., Philadelphia, Pa. 

Cole, P. G., 723 Broadway, Tarrytown, N.Y. 

Deak, N. L., 14 Grove Ave., Larchmont, N.Y. 

Deutch, M. J., 1210 S. Barton St., Arlington Village, Arlington, Va. 

Di Venuti, A., 20 Villa Ave., Everett, Mass. 

Douglas, Lieut.-Col. J. H., Jr., 1344 30th St., N.W., Washington, D.C. 
Downey, W. H., Box 5, Notre Dame, Ind. 

Ehlers, K. H., Clark University, Worcester, Mass. 

Estrem, T. S., Northern Trust Co., 50 S. La Salle St., Chicago, Ill. 

Everett, C., 1309 N. Crawford Ave., Chicago, IIl. 

Finley, J. W., 6000 13th PL, N.W., Washington, D.C. 

Foster, M. A., 102 N. Garfield St., Arlington, Va. 

Gerschenkron, A., Department of Economics, University of California, Berkeley, Calif. 
Gies, T. G., 401 N. 4th Ave., Ann Arbor, Mich. 

Goldsmith, R. W., 3754 Jocelyn St., N.W., Washington, D.C. 

Gregg, R. E., Municipal League, 312 Colton Bldg., Toledo, Ohio. 
Gromfine, I. J., 2501 N St., S.E., Washington, D.C. 

Halpern, L., 1125 Wyatt St., Bronx, New York, N.Y. 

Harcourt, A., Route 1, Box 155, Riverside, Conn. 

Hirsch, M. L., 328 New York Avenue, Brooklyn, N.Y. 

Hohé, H. G., 63 Wall St., New York, N.Y. 

uekden, A. C., 570 Lexington Ave., New York, N.Y. 

} ite, B. M., 4083 Minnesota Ave., N.E., Washington, D.C. 

Johnston, V. D., 133 Randolph Pl., N.W., Washington, D.C. 


— E. M., American United Life Insurance Co., 30 W. Fall Creek Pkwy., Indian- 
apolis, Ind. 
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Jones, R. V., 1324 Forest 
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Katz, F., 6000 13th Pl., N.W., Washington, D.C. 

Killheffer, E. H., 1458 Nemours Bldg., Wilmington, Del. 

Kohn, P., 333 E. 13th St., New York, N.Y. 

Kraus, W. M., 4 W. 43rd St., New York, N.Y. 

Lee, J. F., Lewis Institute Div., Illinois Institute of Technology, Chicago, Ill. 
Lefker, H., 291 Broadway, New York, N.Y. 

Leza, W., 104 San Rafael St., Havana, Cuba. 

Lindblom, C. E., 221 Walnut, S.E., Minneapolis, Minn. 

Lopata, S., 43 Hart St., New York, N.Y. 

Loss, W., 120 Broadway, New York, N.Y. 

Lutz, J. P., 609 Villa Rd., Drexel Hill, Pa. 

Marks, B. J., 2410 N. Washington Blvd., Arlington, Va. 

Matzen, E. H., 605 Vine St., West Lafayette, Ind. 

McConnell, J. L., 109 W. Washington, Urbana, III. 

McDermott, E. H., 111 W. Monroe St., Chicago, IIl. 

McDermott, M. E., Atlantic Refining Co., 260 S. Broad St., Philadelphia, Pa. 
Mejias, F., Department of Economics, University of Puerto Rico, Rio Piedras, P.R. 
Mendershausen, H., Bennington College, Bennington, Vt. 

Mills, A. L., Jr., 1736 S.W. Prospect Dr., Portland, Ore. 

Mire, J., 4255 Beverly Rd., Madison, Wis. 

Modigliani, F., 12 Dongan Pl., New York, N.Y. 

Moore, W. C., Department of Economics, University of Idaho, Moscow, Idaho. 
Mosconi, D. L., 2327 S. Josephine St., Denver, Colo. 

Norton, C. J., 107-40 101st St., Ozone Park, N.Y. 

Ostrander, J. T., Jr., 1560 East-West Highway, Silver Spring, Md. 

Palmer, P. F., Marquette University, Milwaukee, Wis. 

Peach, W. N., 4209 Stanhope, Dallas, Tex. 


Phelps, E., Inter American Statistical Institute, c/o Bureau of the Census, Washington, D.C 


Philips, A., Room 668, 11 Broadway, New York, N.Y. 

Porter, E. L., 503 St. Ann St., New Orleans, La. 

Radius, W. A., 3030 Newark St., N.W., Washington, D.C. 

Reuss, Mrs. M. M., 505 Franklin St., Alexandria, Va. 

Ring, Sister M. I., Notre Dame College Library, South Euclid, Ohio. 
Ringo, Mrs. M. K., 800 S. Washington St., Alexandria, Va. 

Robbins, C., 89 Union St., Montclair, N.J. 

Roeper, G. A., 668 Pallister, Detroit, Mich. 

de Roover, R., Department of Economics, Illinois College, Jacksonville, Ill. 


Rosen, S. Sgt. M. M., Headquarters Det., Finance Replacement Training Center, Ft 


Benjamin Harrison, Ind. 
Russell, S. B., 1245 Luzerne St., Reading, Pa. 
Saville, L., 207 Van Buren St., N.W., Washington, D.C. 
Schiff, M., Hunter College, 695 Park Avenue, New York, N.Y. 
Sheperdson, W., 3133 Connecticut Ave., N.W., Washington, D.C. 
Sherr, H., 5112 Connecticut Ave., N.W., Washington, D.C. 
Shultz, B. E., Thomas Jefferson Hotel, Birmingham, Ala. 
Shybekay, D., College of Engineering, University of Alabama, University, Ala. 
Smith, C. L., 1951 Grafton Rd., Elyria, Ohio. 
Smith, H. M., 313 Littauer Center, Cambridge, Mass. 
Smith, P. M., 718 E. College Ave., Greenville, Ill. 
Smith, R. R., 1726 Lanier Pl., N.W., Washington, D.C. 
Southworth, H. M., 637 21st St., S., Arlington, Va. 
Strange, R. H., Scudder, Stevens and Clark, 10 Post Office Sq., Boston, Mass. 
Tagliacozzo, G., 530 Riverside Dr., New York, N.Y. 
Taylor, A. E., 200 Chamber of Commerce, Minneapolis, Minn. 


Taylor, C. V., U. S. Civil Service Commission, 8th and F Sts., N.W., Washington, D.C. 


Theobald, Lieut. A. D., 2705 9th St., S., Arlington, Va. 
Thompson, L. W., Fort Hays Kansas State College, Hays, Kans. 
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Tomlin, G. W., 3815 McGregor Dr., Columbia, S.C. 

Ulbright, J. P., 2701 Upshur St., Mt. Rainier, Md. 

Umstott, H. D., 2800 Ridge Road Dr., Braddock Heights, Alexandria, Va. 

Van Syckle, C., 2141 Eye St., N.W., Washington, D.C. 

Vermeer, J., 2520A N. 70th St., Wauwatosa, Wis. 

Vieth, A. G., Jr., 4434 S. Spring, St. Louis, Mo. 

Watson, G. H., 1357 E. 50th St., Chicago, Ill. 

Weidenhammer, R. M., 722 Jackson Pl., N.W., Washington, D.C. 

Weiller, J. S., 24 Hibben Rd., Princeton, N.J. 

Weinberg, N., 9 Thayer St., New York, N.Y. 

Wiard, W. W., Jr., Department of Economics, Moravian College, Bethlehem, Pa. 

Wilcox, C. A., 4449 N. Wolcott Ave., Chicago, Ill. 

Williams, C., 9603 Riley PL, Silver Spring, Md. 

Wolf, A. F., Hills Brothers Co., 110 Washington St., New York, N.Y. 

Wolf, R. B., 161 W. 75th St., New York, N.Y. 

Worcester, D. A., Jr., School of Business Administration, University of Minnesota, Min- 
neapolis, Minn. 

Zimmerman, R. R., Class No. 13 OCS, Adjutant General’s School, Fort Washington, Md. 

Zinke, G. W., U. S. Tariff Commission, 8th and E Sts., N.W., Washington, D.C. 


A Universities Committee on Post-War International Problems has recently been organized, 
growing out of conferences held at the Institute for Advanced Study in Princeton during 
the summer and autumn of 1942. The work of the committee has recently become one of 
collaboration with the World Peace Foundation. Plans call for undertaking and encouraging, 
through local codperating individuals and groups, the systematic survey, analysis, discussion, 
and appraisal of policies and ideas, rather than for research on matters of fact. Individuals 
or groups who are interested are invited to communicate with Leland M. Goodrich, Execu- 
tive Secretary, Universities Committee, 40 Mt. Vernon St., Boston, Mass. 


Robert E. Rapp, assistant professor of economics at the University of California, Los 
Angeles, died November 11, 1942, after a lingering illness. 

Henry L. Walradt, professor of business finance at Ohio State University, died on 
November 12, 1942. 


Appointments and Resignations 


Charles P. Anson has been granted leave by Roanoke College to accept the position as 
District Price Officer of the Office of Price Administration in Roanoke. 

Nathan Barofsky of the School of “ommerce, Accounts and Finance, New York 
University, has been appointed an assistant in economics in the graduate division of the 
department of economics. 

Russell S. Bauder was granted a leave of absence from his position in the department 
f economics, School of Business and Public Administration at the University of Missouri, 
in order to take a position as director of the Division of Research and Analysis, National 
War Labor Board, Kansas City, Missouri. 

Jacob J. Blair, assistant professor of economics at the University of Pittsburgh, has 
been serving part-time with the Conciliation Service of the Department of Labor. 

_ Arthur Borak, associate professor of economics at the University of Minnesota, has 
been : leave of absence since November to serve with the Office of Price Administration 
at St. Paul. 

E. L. Bowers, chairman of the department of economics, Ohio State University, is 
giving part-time as public representative on the Cleveland Regional Panel of the War 
Labor Board. 

_ Roy J. Bullock of Johns Hopkins University is now chief of the Price Control Section 
in the Caribbean Stabilization Division of the Board of Economic Warfare. 

Grant I. Butterbaugh has been given a part-time leave from the College of Economics 
and Business at the University of Washington to act as chief of the Research and 
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Analysis Section of the Fuel-Wood Rationing Division of the Office of Price Administration Princet 
Seattle. Resear 
Henry H. C. Chen is associated with the Bank of China as a research economist engaged W. J 

in investment analysis. has als 
Paul P. Cooper, formerly with the College of Arts and Industries, Kingsville, Texs 0. S. 

is now with the accounting department of the University of Georgia. Busine 
Virgil D. Cover is now a senior economist in the Division of Statistical Standank Robe 
Bureau of the Budget. Warfar 
G. Reginald Crosby, formerly senior assistant regional representative of the Socal Busine 
Security Board at Boston, has transferred to the Boston office of the National War Labor of Bus 
Board as chief economist. 
Herbert J. Cummings has resigned as senior economic analyst at Istanbul. Univer 
Sol Davison is now director of research for the Pacific Coast Labor Bureau at Su Elin 
Francisco. from 
Walter Delaplane of Duke University is on leave of absence to serve with the Board of Office 
Economic Warfare. Jam 
E. O. Dille, associate professor of marketing at the University of Tennessee, is serving taken 

as senior economist for the service programs division of the War Production Board. Securit 
Paul A. Dodd, associate professor of economics at the University of California, Los Clat 
Angeles, has been named public member of the War Labor Board for the Pacific Coast in the 
Region. Frec 
Lawrence S. Dreiman, formerly instructor in economics at the School of Busines econo! 
Administration of the University of Minnesota, is now in the Army. Dav 
Stephen Enke, formerly of Montana State College, has been appointed lecturer in 1941, 
economics at the University of California, Los Angeles, for the year 1942-43. of the 
Frank Whitson Fetter, professor of economics at Haverford College, is now on leave, Wai 
working with the Office of Lend-Lease Administration. has ré 
Charles C. Fichtner resigned as chief of the Field Service and Division of Region! Techn 
Economy of the Department of Commerce in September, 1942, to become vice president R. 1 
and treasurer of the Strippit Corporation, North Tonawanda, New York. Unive 
Mary Fitt has been appointed an instructor in economics at Vassar College for the the V 
second semester. Jos 
Domenico Gagliardo, professor of economics at the University of Kansas, has been Corne 
granted a leave of absence to serve in the Quartermaster Corps. Art 
Edward E. Garrison, formerly instructor in economics and marketing at the University servin 
of Tennessee, has accepted a graduate fellowship in marketing at Ohio State University. ; Mil 
Roman S. Gorski is serving as economic analyst with the U. S. Commercial Company, join t 

a subsidiary of the Reconstruction Finance Corporation, in the Enemy Deficiency Section the E 
Evan Hannay, formerly instructor in economics at Princeton University, has bees Jan 
appointed associate economist in the Division of Monetary Research of the Treasury J. 
Department. chief 
H. M. Heckman of the department of accounting, College of Business Administration, Jac 
University of Georgia, has been given a leave of absence while supervising the installation and { 
of a new accounting system in the St. Johns River Shipbuilding Company, Jacksonville. — Majo 
O. E. Heskin, associate professor of economics and marketing, has been given a leave 0 Ho 
absence by the University of Florida and has entered the Army as a volunteer officer Colle 
candidate. Wi 
S. H. Houston, instructor in economics at Louisiana State University, resigned at the Bank 
end of the first semester to accept a position with the Civil Service Commission at Dallas. Gr. 
Huber Hurst, associate professor of business law at the University of Florida, is the F 
leave of absence while serving as a Captain in the Army. Fre 
Clark Kerr has been granted leave from the University of Washington to serve ® doing 
regional director of Review Analysis and Research for the War Labor Board at San Art 
Francisco. Bank 
Charles E. Landon of Duke University is on leave of absence and is now servilig © Fr: 
senior economist with the Board of Investigation and Research, Washington. ; of ec 
Clarence D. Long, associate professor at Wesleyan University who was on leave during Ed 


1941-43 as a Guggenheim Fellow and a member of the Institute for Advanced Study, 
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Princeton, is a member of the war study group of the National Bureau of Economic 
Research 

W. J. Matherly, dean of the College of Business Administration, Universiy of Florida, 
has also been appointed acting dean of the General College. 

0. S. Morgan has returned from the Near East and resumed his duties at the School of 
Business, Columbia University. 

Robert Mossey, after serving as principal consultant with the Board of Economic 
W ashington, is now special research professor at the College of Economics and 
Business of the University of Washington, and also a member of the university’s Bureau 
of Business Rese: arch. 

S$ G. Murray has joined the staff of the department of political economy of the 

versity of Toronto for the Easter term, session 1942-43. 

E ‘lin nor Pancoast, professor of economics at Goucher College, was on leave of absence 
from June to December, 1942, serving as consultant in the Consumer Division of the 
Office of Price Administration. 

James S. Parker, assistant professor of economics at the University of Wisconsin, has 
taken leave of absence to join the staff of the Bureau of Research and Statistics, Social 
Security Board, Washington. 

Claude E. Puffer has been promoted from associate professor to professor of economics 
in the School of Business Administration of the University of Buffalo. 

Fred Ritchie has been promoted from assistant professor to associate professor of 
economics at DePauw University. 

David J. ee oss, labor consultant to the Coérdinator of Inter-American Affairs since 
1941, has become chief economic advisor to the director of the Labor Production Division 

he War Pr oduction Board. 

Waren E. Scoville, instructor in economics at the University of California, Los Angeles, 
has resigned to accept the position of assistant professor at Massachusetts Institute of 
iecnhnoiogy. 

R. T. Segrest of the department of industrial relations, College of Business Administration, 
University of Georgia, is on leave of absence while associated with the Atlanta office of 
the War Labor Board. 

Joseph Shister, formerly at Harvard University, is now an instructor in economics at 
Cornell University. 


Wartare, 


Arthur Smithies, associate professor of economics at the University of Michigan, is 
serving as principal fiscal analyst at the Bureau of the Budget, Washington. 
Milton L. Stokes has been granted leave of absence from Lebanon Valley College, to 


join the staff of the department of political economy at the University of Toronto for 
the Easter term, session 1942-43. 

Janet R. Sundelson has been appointed instructor in economics at Queens College. 

J. Wilner Sundelson, on leave of absence from Rutgers University, is now serving as 
hief economist in the Office of Civilian Supply of the War Production Board. 


Jacob B. Taylor, chairman of the department of accounting of Ohio State University 
and for the last four years Director of Liquor Control for the State of Ohio, is now a 
Ma jor in the Finance Corps of the Army. 

Howar d M. Teaf, Jr., has been appointed associate professor of economics at Haverford 


olleg 


Gre Tr uitt is an associate economic analyst with the Commodity Exchange Branch of 
he Fo od Distribution Administration of the Department of Agriculture. 
hi rancis D. Tyson, professor of economics at the University of Pittsburgh, has been 
tong part-time work with the Conciliation Service of the Department of Labor. 
Be hur R. Upgren has been elected vice president and economist of the Federal Reserve 
nk of Minneapolis by the Board of Directors. 
“hon T. de Vyver of Duke University is serving as acting chairman of the department 


of economics. 


Edwin E. Witte, professor of economics, has taken leave of absence from the University 


aged 
12s, 
cial 
abor 
San 
: ulam W. Tongue is now employed in the research department of the Federal Reserve ' 
‘ 
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of Wisconsin to become regional director of the National War Labor Board and chairman 
of the Regional War Labor Board in the Detroit area. 

John A. Wolfard is on leave of absence from his position as assistant Professor of 
economics at Whitman College while on active duty as a Lieutenant (j.g.) in the Nay P 
Reserve. 

Richard H. Wood, formerly instructor in economics at Princeton University, has taken 
a position in the industrial relations department of the John A. Roebling’s Sons Company, 
Trenton. 

Leo Day Woodworth is with the Federal Public Housing Authority, Region IV, as tay 
analyst and is stationed at Atlanta. 
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